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Ottawa, Ontario, 
February 9th, 1937. 


--- The Commission resumed at 10.30 A.M. 


Mr. HEWARD: May it please the court, it was 
mentioned yesterday that there was an impression that 


/ the sales agency for Dominion Cottons Limited was 


turned over in 1902 to David Maurice. We happened to 
look up the evidence last night at page 5764 and we 
found that this was not the case; it was Messrs. 

7) : Stevenson, Blackader & Company. 

tir. MeRUER: When aid it go te Mawrice ? 

Mr. HEWARD: We did not run across thet. His 
Lordship asked yesterday at what date they offered 
15 to purchase the shares of Montreal Cottons Limited-- 

that is, the date on which the offer was made by the 
Montreal Trust Company. At @ special meeting of 
the shareholders on June 5, 1905, Mr, 5. H. Ewing 
being president, it was reported to the shareholders 
1) | 20 that a letter had been reeeived from the Royal Trust 
| Company on May 30, 1905. It will be noted that this 
was several months after the other four constituént 
companies had been acquired. 
Ne. MrRUER: It was in the same year. 
25 | Mr. HEWARD: Yes. His Lordship also asked for 
the directors, and as far as we could find from the. 
evidence the directors of Montmorency Cotton Jills, 
Limited, as appears at page 5625 of the evidence-- 
ur. MeRUER: I have a reference to page 5816. 


yk : Mr. HEWARD: Those were the directors who were 


elected at the fifteenth annual] meeting on October 8, 
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“1904, They were Lieut.-Colonel F. C. Henshaw, 
Je P. Ross, Narcisse Rioux, He M. Price, Rodolphe 
Forget, Alex, Pringle, and Edgar MeDougall. 

The COMMISSIONER: What company is that ? 

be HEWARD: Montmorency Cotton Mills. Then, 
“ef the Colonial Bleaching and Printing Company, the 
directors elected at the annual meeting on April 26, 
1904, are stated in the evidence--at page 5840--to 
“have been: H.S. Holt, Alphonse Racine, Charles R. 
Hosmer, Frank Paul, Gaéorge F. Hartt, and J. W. 
Stephens, Ire i an under the impression that it 
was probably Mr. G. W. Stephens, Jr. the directors 
of the Merchants Cotton Company Limited are shown 
in the evidence at page 5788. They were present at 
a meeting of the directors on April 21, 1903, the 
‘last list we could find in the evidence, and they 
were: Messrs. Crathern, Cleghorn, Hodgson, MacKay, 
and Cheney. It was indicated that there were also 
‘present Messrs, Ayer, Angus, and Beattie. For the 
Dominion Cotton Mills, Limited, the evidence at page 
5744 shows the following to have been the directors 
at the annual easton in 1901--i/ 
| Mr. MeRUER: There is one later, at page 5770. 

Mir. HEWARD: We did not get that. 

| Mr. MeRUER: The directors, as given at page 5770, 

are: ¢. B. Gordon, Won. Le J. Forget, H. S. Holt, 
\/d. P. Black, and D. Williamson. 
| fhe COMMISSIONER: Wuak was the date of that 7 
ur. weRU ER: That was at the meeting of the board 


ll of directors, September 6, 1905, It will be found 
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at page 5770 of the evidence. 

fhe COMMISSIONER; That would be the Dominion 
Textile Company. 

Mir. MeRUER: That would be after they got control. 

The COMMISSIONER: Which company are you referrin 
to ? 

Mr, HEWARD: Dominion Cottons. The last list, | 
before they ehanged over, will be found in the evi- | 
dence at page 5744. It comprises the following | 
directors: A. F. Gault, J. A. G. Grenier, Samuel | 
Finley,'S. H. wing, 6. B. Gault, Hon. H. J. Forget, 
C. R. Whitehead, and the vice-president, James Wilson. 
Mr. Gordon tells me that, reading through the minutes 
yesterday, he saw that Mr. Whitehead had left as 
joint general manager in 1902, so that he probably 
left the board in 1902. 

‘Mr. MeRUER: He was dismissed. 

Mr, HEWARD: His resignation was accepted. It 
will be seen therefore, that according to these four 
lists which I have given there is no duplication 
whatever of directors. 

Mr. MeRUER: I was making the point, in reference 
to this mill, that the special committee was appointed, 
as indicated at page 150 of my brief--that is, the 
special committee that was appdinted to represent 


these different companies: James Crathern and Senator 


|| MaeKay for the Merchants Cotton Company; H. S. Holt, 


representing the Coloriial Bleaching Company; Senator 


|| Forget and S. H. Ewing representing the Oominion 


Cotton Company; and David Maurice, Sr., who was 
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appointed. David Maurice, Sr., does not seem at 
this time to have been on the directorate of any of 
these companies, although his name was certainly a 
familiar one. 

The COMMISSIONER: If you are weferring to page 
130 you have the wrong page. 


Mir, MeRUER; I beg Your Lordship's pardon; it 


should be page 158. 

The COMMISSIONER: What is the point in that conn- 
ection ? 

Mr. MeRUER: 1 was referring to the subcommittee 

. of the directors. These men are directors of these 

companies; Ewing was on montreal Cottons-- 

The COMMISSIONER: Ne; Ewing was on Dominion 
Cottons. 

Mr. MecRUER: But he was on Montreal Cottons as 
well. 

The COMMISSIONER: I asked whether there was any 
interlocking among the directors. 

Mr, MeRUER: He had not gone in at this time; 
Ewing fought going in at this time. 

Mr. HEWARD: He fought it later. 

fhe COMMISSIONER: In so far as these four com- 
panies are concerned was there any interlocking 7? 
Was S. H. Ewing also a director of Montreal Cottons 7? 

Mr. MeRUER: Yes, and so were the Gaults. When 
we look at the list of the members of the syndicate 
we find that the members of the committee who were 
appointed as representing the boards of directors for 


the purpose of bringing about a better working 
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arrangement among the companies also turn up on the 
syndicate, being subscribers to thisfund of $500 ,000 
for which they got common stock. 

The COMMISSIONER: That applies to Holt and 
Forget ? 

ir. MeRUER: It applies to Grathern, MacKay, 
Forget and Holt, but does not apply to Ewing or 
Maurice, 
The COMMISSIONER: It does not apply to Maurice 7 
Mr. MeRUER: Yes; I see that David Maurice is on. 
Mr. HEWARD: Crathern 1s not on. 


Mr. McRUER: Crathern was not in the syndicate; 


that is right. It does not apply to Crathern or 


wi Heo 
The COMMISSIONER: You will find them on page 
140. 


Mr, MeRUER: My learned friend has this morning 


furnished me with information with respect to a 


matter which we discussed yesterday. iI refer to the 
Question as to when the Dominion Textile Company 
obtained the numerical majority of the shares of the 
Montreal Cotton Companys That was during 1930. 

a had said poshardey that it was either 1929 or 1930. 
The fact is that they had the matrendh numerical con- 


trol from 1950 on. They held between 12,000 and 


| 13,000 shares from 1925 on, but it was not until 1950 
| that they got over the 15,000 shares required to 


| give. them gontroi. 


Mr HSWARD They got 1s, 050 shares in April 1930 


_Mr. MeRUER: We will deal with Montreal Cottons 
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later. Now we come to page 156. When we adjourned 
we were discussing whether or not the minute that was 
referred to referred to the year 1926 or 1925. I 
have satisfied myself that 1926 should appear at the 
top of page 156. 

Mr, HEWARD: The llth of May, 1926 ? 

Mr. MeRUER: The annual meeting in May, 1926. 

The COMMISSIONER: Are you referring to the third 
paragraph ? 
) 2 Mr, MeRUER: It was stated that the company had 
no export trade whatsoever and no prebability of 
having any. 

The COMMISSIONER: And that should have reference 
15 to the year 1926 ? 

Mr. MecRUER: Yes, 

The COMMISSIONER: Was that the annual mecting ? 

Mr. MeRUER: Yes. It was stated to the meeting 
that fifty per cent of the imports could be eliminated 
s 20 if the company had the opportunity of working under 

: an equitable tariff. Where the point arose yester- 

day was as to when that statement was made. It was 
made in May, 1926, and the figures we gave your Lord- 
ship yesterday of imports into Canada were for the 
25 |) year 1926. 

The COMMISSIONER: If we could discover what the | 
imports were and what this elimination of fifty per ‘ 
| cent would amount to we would know what the company 


meant by an equitable tariff. 


uly, MeRUER: We gave the figures for the calendar 


year 1926. 
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Mr. HEWARD: And it should be for 1925, 


Mr. MeRUER; We can get then for 1925; they were 


not immediately available. It was, however, stated 
at the meeSing, as you will find in the second para-— 
graph of the brief at page 156, that imports could 

be eliminated to the extent of fifty per cent by 
means of an eqiitable tariff. 

The COMMISSICNER: That must have had reference 
to imports for a past period, which would more likely 

3 ” Tl be 1925: 

Mr. MeRUER: Yes, probably. The brief goes on: 

"At the meeting held on the llth May, 1927 

it was stated that the company had built a con- 

- siderable addition to the Montmorency mills, and 
that within sixty days they would have completed 
the revamping and realigning of the machinery in 
the plant from one end to the other,--" 

The COMMISSIONER: Can you find out who the 

9 20 president and directors were when that statement was 
| make ? ; 

Mr. MeRUER: Yes; we might supply that informatio 
now. The annual statements are printed. In the 
directors’ report for the annval meeting for the 

25 year ended Mareh 31, 1926, the board of directors are 
stated to be: Sir Charles BR. Gordon, president ; 
vice-president, Sir Herbert Holt; directors: J.P. 
“Black, ee Hosmer, F. G. Daniels, ¥. A. Blaek, and 
Jemes H. Webb. The directors’ report is siged by 
4 - Sir Whedies Gordon, but the statement to which I 


refer is not taken from the printed statement sent to 
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the shareholders. .. But from the minute book setting 
out the proceedings at the meeting. To resume the 
brief: . 

"44 the meeting held on the lith May, 1927, 
it was stated that the company had built a con- 
siderable addition to the Montmorency mill and 
that within. sixty days they would have completed 
the revamping and realigning of the machinery 
in the plant from one end to the other, and that 
this would reduce the cost of operation and 
hand ling. At all the other. plants considerable 
machinery had been added throughout the year, 
and perticular attention had been paid to the 
carding and picking. There were cards left 
that are ten years old." 

I wish to emphasize that because it is important 
when we. come to discuss the question the t was raised 
w. by Mr. Howson and with respect to which he and lir. 
| | Glasseo disagree to a certain extent, as to the real 
2 value of this plant. 

‘The . COMMISSIONER: At what tine ri 

Mir. MeRUER: The value to-day. We have the 
statement here as to additions that were being made 
to the mill, the reveniping process thet had gone on, 
and the condition in which it was being put in 1927. 
In addition to that, it is rather informative in view 
of the statement that was sii at the previous meet- 
ing with respect to the competition they were re- 
ceiving frou abroad. fhe brief goes on: 


. “The average life of a card is from thirty 
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” . tc. forty. years." 

So that wien we are considering the question of 
depreciation--excessive depreciation--and so on that 
is an informative statement. 

5 " "It was decided to add eight additional 
printing machines to the Magog plant, with a 
general revamping of the plant throughout to 
take care of the particular requirements. 

Complaint was made that competition was 

PF) i very keen, particularly from Great Britain, 

in grey and medium class white goods; that 

the protection afforded was not equal to the 

actual differenes of labour in Canadian mills 

and the Lancashire mills." | 

We founda how the company was carrying on at that 
time, and later on 1 shall deal particularly with the 
dividends paid, their earnings and so on, over this 
peried of time when, according to their statement, the 
were carrying on under a protection that was not equal 
to the actual differenee in labour between Canadian 
mills and those in Lancashire. On the other hend, 

we find that the protection they now have is more than 

their whole percentage of labour costs in different 

25 instances. | 
"It was ateted, however, that for the next 
three or four months they expected to be operat- 
ing to as nearly full capacity as at any time 
during the past two or three years." 
FY 30 So that with competition and all, the situation 


did not. seem. to be so bad--that is, for 1927. Then we 
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proceed to 1928; 


"at the meeting of May 16, 1928, it was 
stated that all plants had run to capacity for 
the first six months of the year. During the 
last six months it had been reduced from between 
75 per cent and 50 per cent. During the year 
the Tariff Advisory Board had reviewed the 
conditions in the cotton industry. The ehair- 
man found it difficult. to reconcile the facts 
laid before the board with the recent tariff 


submitted by the Minister of Finance. The pro- 


ducts of the company were given a reduction of 


from 2 1-2 per cent to 7 1-2 per cent, in addi- 
tion to a number of reductions to the already 
inadequate tariff. 

It was also stated that during the year 
@ considerable number of extensions to the plant 
had been made, and that a building had been 
added to the Montmoremcy plant.” 


The COMMISSIONER: It is stated here that “the 


chairman found it diffieult to reeoncile the facts 
laid before the board with the reesent tariff submitted 
by the Minister of Finance". Does that refer to 


the tariff board * 


Mr. Me RUER: Yes. 


The COMMISSIONER: That is the board of which Nir. 


Moore was chaixrman ? 


Mr. MeRUER: Yes. Most of the cotton schedules 


that we have put in indicate that there was a down- 


ward revision of the tariff in 1928 in respect of 
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cottons. » There are one or two instances in which 
it was increased, but for the most part it was a 
dewnward revision. I repeat the last paragraph: 
"It was also stated that during the year 
& considerable number of extensions to the 
plant. had been made, and that a building had 
been added to the Montmorency plant." 
This seems to be typical of ane find all 
the way through the hinutes--complaints about insuf~ 
9 4 fieient tariff protection and, in the sane breath, 
Statements that plants are being added to ana pro- 
duetive capacity is being inereased, This is not 
in the record, but I do not think iin, Bruneau will 
15 disagree with me when I make this statement. There 
has. appeared in the press sinee this commission eon- 
cluded the taking of evidence that Canadian Cottons 
Were constructing a new building at Cornwall, 
Mp. BRUNEAU: We-are building a new warchouse at 
) 20 Cornwall for the purpose of meeting the requirements 
of the wholesaler... ° We have to steck up more goods 
all the time. 
Mr. MeRUER: At any rate, they are hopeful that 
they will be in business for a while yet. I under- 
25 stood that there was a Considerable outlay of money. 
The brief g0es8 on; 
"sf ire Chairman stated that a great deal 
of money had been Spent in getting new plant 
and machinery, in keeping things up to date, 


and that in weaving especially they had many 


machines now that they did not have before," 
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I have copied the precise words from the minutes 


ef the company because they are rather important in 
relation to those aspects of the inquiry concerning 
which my friend Mr. Beauregard will have something to 
say touching the mechanical changes and their effect 
upon the employees. It has been stated in the witnes 
box that these mechanical changes did not result in a 
reduction in the number of employees in the way in 
| which 1% was suggested that they did, because, althou 
Dd ‘ they would put in automatic looms, they would engage 
an expert to look efter the looms, and do nothing 
else, while on the other hand there would have to be 
oilers, cleaners and so on in addition to the expert. 
15 Although the expert was responsible for increasing th 
looms up to thirty, forty, or even a hundred, at the 
same time he was doing nothing except attending to 
the looms, shasne before he looked after cleaning 
and sO On. i have copied this statement for the 
i 20 purpose of showing exactly what they themselves had 
to say about the effect of the new machinery that was 
being installed. The brief then goes on: 
"The Chairman continued: 
*In the Mount Royal mill we took Lord 
~ Willingdon over and he remarked, ‘I do not see 
many people in this mill at all’. As a matter 
of fact, there are not very many because (depend 
ing on the elass of goods) we have up to sixty 
looms to the weaver, and that is only one of 


our'mills. Under these conditions it is no 


wonder there are not so many people to be seen:" 
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So there we have their own statement, made to 
| theix shareholders at that time, as to the effect of 


advances in the mechanization of the industry. 


"I¢ was stated by Mr. Daniels: 
‘There have been more changes in the process 
of manufacturing cotton goods in the last three 
years than in the last fifty to one hundred years 
By means of time studies, we have determined 
eause and effect and heve gone out to eliminate 
waste. The causes for warp breaks, for instance 
the result had been that we have in the Mount 
Royal wil) Sednwwd the warp breaks from what was 
normal condition of about twenty-five breaks 
| per laels oar day to between four and six a day, 
ang that has allowed the weaver to handle four 
or five times as many looms as he or she was 
handling before, without any delay in the work." 
Everyone will admit, I think, that Mr. Dantale: 
8 a was a very experienced and eble officer, and that ia 
what he stated to the shareholders, and what they saw 
fit to record in their minutes. it may be taken | 
therefore to be pairiy authentic. To go on with the 
brief: | \ 
25 a 
"On the 7th June, 1929, a special meeting o 
ieavehatiinrs wis called to ratify a by-law +o. 
increase the authorized common share eapital of 
the company from 225,000 to 350,000 shares. 
This was to provide funds for the purchase of | | 
the ' Drunmond#i lle viva’ and other purposes. 


Forty-five thousand of these shares were issued | 
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"at O75 per share one to each holder of five 

shares of common stock. 

At the annual meeting held 15th May, 1929, 
it was reported that the Sherbrooke ow Com= 
pany Gimited, and the Drummondville Cotton Com- 
pany Limited had been purchased. 

The Chairman stated; 

‘That they had had a very satisfactory year 
in many respects.' 

At the meeting of the 26th June, 1950, the 
chairman complained that there was no effective 
application of the dumping clause in the tariff 
nor any attempt made to apply the British content 
clause to the Gbritish preferéntial tariff on 
British cottons.” 

That is rather an indictment of the Department 
of National Revenue and I do not believe that any 
evidence has been tendered ty the industry to support 
such a charge or to show that they had made complaints 
of dumping which had not been properly looked into. 
Mr, Whitehead, at Three Rivers, did make the suggest- 

ion that the dumping clause had not been properly 
applied, but when we got down to examine him we found 
that the Suttons had reference to some goods that he 
had himself bought and imported, and that was inves- 
tigated by the department, who came to the conclusion 
that the goods had not been sold to him at less than 
the fair market price for home consumption én Great 
Britain. When he was examined with reference to th 


matter the charge wa rather petered out and everythin 
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in general was left in the air. Lt is shat to make 
thesh waxerel Statemerits, but though the industry 
have had an opportunity to prove vefore the commiss— 
ion that there has been any lack of enforcement of 
the customs laws they have not done BO. There has 
not been muchindication that the customs officials 
have not been both efficient and anxious to do their 


du ty. 
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9 oo» “ Et wes sta ted thet oving toconditions it was 
deemed necessary to close the Kingston Mili"4- 
THE GOMMISSIONER: Wheat kind of a closing wes tha’ 

& permenent closing? 
MR. MeRUER: Yes, it waa glosed up, It was one : 


the number that I enumereted thet hed been closed 


"That the work of reconditioning the machinery in! 


the Drummondville and Sherbrooke plants hed been 
completed and that the plmts were in exce lient 

9 " conditions 

: it wes stated that for over two years the c country 
hed been overrun with surplus qentities of reserve 


stocks of one kind or another, and that the stock 


were dumped ever here and that representstions ha 
15 been made to the Government as to the," 
That is anothe: eherge age inst the Government officials. 
. The Chairman st ated: 

"Whether the Govermmat intends te enforce t 
Ast or not is questionable, but until ports qf 
7 20 entry for textiles are braght down t not 
more than three or four, with competent experts 
put inehage, this country is going to be 

egeinst the same proposition, ‘'" 
THE COMMISSIONER: What about that? Are there an 


a designe ted ports of eniry for textiles? 
MR; MgRUER; No, I don't think se; ay port -- the 
is true, isn't it? 
MR. GORDON; I don't know the exact mumber. There 
is something over 100, eanywaye 
9 30 


MR, MgRJER: Any port of @ try ise port of entry 
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for textiles? 
MR. GORDON: Yess, 
THE COMMISSIONER: There are none desigm ted 
specially? 
MR. GORDON: No, sir, There are better staffs at 
some ports than others. There are no design ated — Se 
MR: MgRUER: “At the annual meeting held in July, | 
191, it wes stated that the new Governmat had 
revised in pert the cotten sehedule and af forded 
a very weleome end necessery relief. I1t was also 
steted that prises were extremely close, 

At the Annual Meeting of dune, 19352, it was 
stated that sales were reduced 952% for the year, 
slthough the canpany had produced and shipped 
1,661,000 more yards of clothe 

Mr, Daniels steted thet he was glad to be atle 
to wy that during the last three months the 
Goyermmai t hed taken steps to step the dumping of 


eotton goods into Canale, with beneficial results," 


re a You will reoleet, no doubt, that whet Mr. Daniels had 
reference to was the publication of the appre iser‘s 
bulletin in April, 192, Now, the reference to 
dumping there is an entirely different thing. The 


appreiser's bulletin was designed to increase the 


" selling priee for duty purposes. It wes not the 
stopping of dumping, They were selling them at the 
price they were selling them in the States, but they 
were too low to suit the Cenadian tianufa cture rs 
’ Me THE COMMISSIONER; Oh, I think se, ‘the word 


“@amping" hes arrived at such a very gq@eral and indefp 
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inite meaning that people use it for ell sorts of 
things. | : 

MR. McRUER: Ch yes, I think that is quite correct 

THE COMMISSIONER: If things come in for any reas 
or other they are dumped, 

MR. MgRUER: I¢ they come in and the price is {ow 
then it is thought it ought to be I think it is 
rether a ‘popular term to apply to it, Just to what 
extent the results were beneficial we dealt with whe 


we were desling with the specific items, and we haves 


it both ways. : We have Mr. Hooper's direct evidence 
in respect to the bqiefits the Cenedian indus try 
got by being able to charge prices that were very 
much higher than in the United States, and we he ve 
got Mr. Daniels' own statement of the bmeficial 
results to the industry, end in cons idering these 
we must eosider that it was the consumer who 
provided the beneficial results, Otherwise he would 
heve bought where the price was lowers 

” It wes sta tea that a report hed bem cireule 

ated that Mr, Ferguson, the High Cammissione@ for 

Ganada, in Londm, hed been quoted as saying that 

the effect of the approaw hing Imperial Conference 

would undoubtedly result in the closing of ry 

number of shee and textile factories in the Prov itce 
of Quebeso. 

Mr, Deniels stated that the report nd been 

subsequently dendba, but thet he hei had innumera 
inqiiries with regard to the effect that the appr 


ing conference would have on Canedien industry an 
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"“varticulerly on the cotton indu strys 
Mr, Deniels' stateme nt von as follows: 
. My answer is, that I cannot see how it coul 

: heave any detrimatel effect, for the followin 
reas ons?- | 

The eotton indus try in Cemdse is well balane ed 

to produce the pulk of the requirena ts of the 


trade here. It sy considered that in general 


is up to date in its method s of mnufac turing 
end equipment to produce and distribute econmica J 
consi dering the popul etion and the terri tery 
“eoveréd,' | 
Mr, Deniels also ste ted: 
. * teriff is intenied to ureserve the home 
“marke t for the Cenedien Manufacturer for those 
goods he is capable of produs ing ecomomically, 
end to meet these higher cos ts of produe tion 
that ere lergely beyond his emtrad.'" 
Now, thet isa dee trine th et Mr, Daniels 1 aid down 
thet I think we must disagree with. A tariff ean 
hardly be design ed to preserve any market for manu- 
fac turers but evidently that is whet has been sak Hed i 
before this Geemtin ts Leak meny times. Then, in 1935— 
“alt was stated that the plents had been maintained 
in peat, al repair, and that any menifest improve- 
sabe in mechinery or mmufecturing methods that migh’ 
‘tend to smureees the manufacturing efficiensy of tthe 
mills | ond Lover the cost of pri d&etion had been 
| adop ted.” 
So thet, thet is important when I come to deal with the 
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financlal zondition of the compeny later ons 

" It wes stated thet the dividend on the ¢amon 
stock had been reduced from $5,00 to $4,00 per 
share and thet wages hed been reduced 10 to 20%,» 

At the Generel Meeting of shareholders held in 
May, 1934, it was stated that import of cotton 
goods under the provisions of the Ottewa- United | 
Kingdom Trade Agreements hed shown a great increase, 
and that importetions were up 72% over the year 1932, 


Weges were imresased by Sh," 


Now, if we look at. the ennuel statements we will 
find thet 1954 was one of the benner years for this 
ccaupeny in the way of profits although they were econ 
pleining about the competition again from Great Brit 
in 1955 -- 

"It was gtated that the duties established in 1930"-= 
end here is a very specific statemnt — 

Ye-gonstituted the minimum protection which might 

serve to meet the situation as it then exist ed; 

that new factors hei arisenin the meantime nesest- 
iteting « higher seale of duties to effect that 
minimum protection; and that the preferential sca 
ef the 1950 tariff had been thrice reduced,” 

So thet is a specifie statement that in 1935 the 
duties were too low, and that the pro tection that the 
industry hed in 1920 was the minimum protection that fit 
could get along with. Now, heving regard for the 
prosperity of the industry up until 1950 that is a 
pretty severe wniet on the consumers of Canela, 


" It wes stated that the Company for mny years 
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proper 
"hed been taking/steps to sefeguard the position 


of emloyees and their families in sickness, death 
end old age." 
I think that is a rather sweeping statemamt. It migh 
be more accurate to say they hed taken steps to see 
that the position of some of the employees was sefeg ded 
in regard to old age There was some evidence at sher- 
brooke thet they had a group insurance scheme to which | 
the euployees contributed a portion and the company a 


199 portion, but as to siekness and death gemerally I 


~ / 
don't recollet. that there is any gmeral schem of 
thet sorts 
M&. GORDON: Not over the employees as a whole, 
MR. MeRIER: Not over the employees asa whole. 
: MR. GORDON: There is a group life -- I don't know 


whether it is in evidence, though -- a group life 


scheme, 
MR. MeRJER: Covering the employees as a whole? 
MR. GORDON: Nog, 
“Tl MR: MeRUER; There was one at Sherbrooke. 
MR. GORDON: Yes, but that was sickness, thoughs 
MR. Me RUER: I thought we had a policy filed, a 
life policy et Sherbrooke. tas that just sickness? 
+ MR. GORDON: Yes» 
MR. Me RUER: "That $73,154.75 hal been paid in 
pensi Ons te retired employees over the lest year, 
bringing the amount peid since 1925 up to 
$565 , 997414, | 
& Group Life Imsurame plan was put into ef fect, 


providing insurance of $625,000 on the lives of 


the employees, the Con 
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"the employees, the Compeny cmtributing a share 
of the premium, Accident and Sickness inmrance i 
in effect in certain of the plents where the 
workers in sufficient numbers heave sienified the 
interest, In sush cases the Company absorbs part) 
of the cost of protecting the employe es, 

In the report to the shareholders for the yea 
1936, the amount of taxes paid by the Company is 
empheai zed, * 


And this is important in another branch of my brief 


that I deal with, 
"It is stated thet the governments of one kind 
ana another are the real preferred sheareiolders 
as their tekings this ycer reoresent earning of 
$42,00 per share on the Company's Preferred issue, 
After referring to wages paid by the Company, 

the report goes on to gay: 
t The levels of velue at which Cotton and Rayor 
textiles ean now enter Ceaneia from the United 


Kingiom, the United States"-~ we have hal e viden 


ments concluded in recent months, have broumt 
matters to the point where it may be impossibie | 
to pursue our previous policy, having due rega : 
to the ultimate welfare of all concerned"? 
TEE COMMISSICNER: Perdon me a moment for interrup 
you say thet statem nt was made in June, 1% 5? 
MR. MgRJER: June, 1936. 
THE COMMISSIONER: Where -- oh yes, Isee. You 


"in the report to the shercholders for the year 1956" 
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these are the very very sweeping statanaits that were 


put out to the shereholders and to the piblic while 


that is whet you sey. That is in June, is it? 


14447 


MR. Mg RU ER: Yes, my lord, 
"The loss involyed in producing goods on our forme 
Scale, a large proportion of whieh mey new only - 


be sold at prices below the cost of prodwtion"—- 


this Commission was sitting, and in view of Mr, Hoopen'g 


evidence as to the teriff rates that are still prevail 


ing I think they are quite unfair and unsound -~«"jg mare 


“than even our sound Bale me Sheet position can bd 
expected to stand without denger of grave impair 
ment in ea comparatively short time, We are, therk 
fore, forced to consider proper steps to conserve 
the position of the Company until the situation fae= 


ing us chenges," 


i suppose the Ghenge that is expected is higher terifft. 


5 

® 10 
15 

eo 20 
25 

r ‘ 


_ to be menute ctur ed in Caneda. Despite the inimical 


“These may entail ¢ asi derable curtsilment of 


menufectur ing Operations at our various plants 
thr ough out the Province of Quebee, but sucha ten din- 
ey was undoubtedly Poresem by the Governmat in 
freming its tariff poliey if it was expecting, by — 


virtue of its recent redustions in the Textile 


conditions under which the Textile Industry in Cond 
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"is carrying on py present, the prosperity of the 
Nation es cons tituted, and the industry is ae 
rele ted to the same essentials "— 

THE COMMISSIONER: There is something wrong theres 

MR. MgRUER: "Despite the inimical eonditions unde 

which the Tex tile Industry in Camda is ca ay ing | 

on at presen t, the prosperi ty of the Netion as 
constituted ,and the injustry"-- | 
MR. GLASSCO:"and the industry"-- 


MR. GORDON: The punetwation is wrage 


MR. MgRJER: Yes; I think there should bea come 
efter "industry", | 
Wand we feel confident your Company will come 


~ 


through whet ean only prove to be a temporary 


15 


period of adversity." 
Well, we will see what she tempor ary period of adverality 
is that they have come through, The fact is that 
evidence wes given of the pressure at the Montmorency 
Mill sinee these lines were written whereby the ma 
re a were let off at seven o'clock in the morning and 
asked to return at twelve in order to complete the 
aeilexe that were on hand, and the gmerel statenent 
wes mede in December that the compmy was able to 
a increase its wages on account of the increased volun 
of business in the les t few months so that the pessinian 
expr essed te this statenat has not been exper ienc ed, 
bat I pea see how the statement caild be made, an 
could be honestly maie in the face of the protection 
30 that is still afforded to the industry, perticularly 


in regari to the United States, There is an insur- 
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mountable teriff protection there yet, end yet 


entering into the United States Trade Agreenent was 


10 


15 


20 


| but there are only tw provinces that relly benefit 


going to have ell this effect-on the industry, But it 


is only ¢eherec teristic of what had been said for the 
last 350 or. 40 yeers,. . It is only another verse to 
the song that hes been sung, sort of a swan song, 


that the industry is just on the verge of the abyss 


end going to fall in if anything haopens to the tariff 


Support thet keeps it up. . I say then at page 162-- 
vl The above resume of the affairs of Dominion 


Textile Company imited end its antecedents shows 


that between 1874 and 1934 the business of 17 ection 


sompenies has been amlgemated in the business 
Garried on by Daninion Textile Company Limited, 
- dn addition to this, ebout the year 1929"-- 
that may be chanced to. "in the year 1930" =«"Dominio 
Textile VYompa ny Limited had seeured the ¢ ontrolli 
interest in its. second largest eoupetitor, The 
Wontreal Cotten Silents isimiteds 
in the process of eamalgemeation, mills have b 


elesed in 10 different centres in Caneda"— and th 


OW, 


location of these centres is rather important in ree Pd 


to some things that I am going to say lester in respec 
to the. tariff burden, and where it bears most hevily 
that is, the subsidy that is provided for the inaustr 


and who pays the subsidy and who baiefits. In this 


Dominion we have nine provinces and the subsidy to this 


tariff protected industry is paid by the nine province 


by it so that you have a withdrewal of wealth, so 
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, speek, from the seven other provinces end into the 
other two, and the seven other provinces being 

sonek ined because they get no retum, They get the 
privilege of paying their share of the subsidy but 
net neo return in the sense of any distribution of the 
penefiits among thems elvese I intend to refer to it 
somewhat in detail, but in respect t thet subjet 
matter there is a very very excellent brief prepared 
there was a very excellent brief prepared in 1931 by 
the present minister of Labour who submitted it on 
behalf of the Provinee of Nova Scotia to a Royal 
Comission then investigating the affairs of the 
Province of Nova Scotia end its relations to the 
Dominion, and he puts it in exestiy that way, that 
the tariff protection is a sabsidy and that the 
Provinee of Nova Seotia received no bene fit from it, 
or very little, He gives the proportion of bmefit 


that is received from it in egloulating it in an 


economic way, and shows the net bal anse sheet loss 
ageinst the frovince of Nova Seotia in respect to the 
tariff, but I want to deal with that in some detail, 
some of the submissions that were made by ir, Rogers 
to the Comission at that time, but your lordship 
will see that the losation -- for haveonne two of 

: them were in Seve Seotia, the Halifex mill end Monecwu 
mill. | 


THE COMMISSIONER: Moneton is in New Brunswic ke 


MR. MeRJER: When I sey Nova Scotia I mean the 
Meritime Frovinces,. The Windsor mill was Windsor, 


| - Nove Seotia, was it? 
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MR. GORDGI: ‘Yok sorry, sir, Yes, it was Windsor 
| Nove Seotine 
MR. Mg BU ER: So that three of them were in the 
Maritime Provinces, ‘ | 
5 SECKETARY WHITELEY: Wheat about st. John? 
WR. MeRJER: Ig that St, John, Quebec, or New 


Brunswi ok ? 


MR. GORDON: “Thet was the Cenadien Cotton Mill aa 
St. John, New Brunswisk. | 
ic 10 MR. ig RU ER: But you report the closing of s mill 
at St. Johny | 
MR. GORDON: I think you said you thouch t that wae 
a mistake yesterdays 
MR. MeRUER; I thought in the eriier part it was 
a misteke, but here I am quite sure it was right, Welll, 
turn up the extreet from the minutes, Mr, Walton. 
That was not known as the Chambly mill, wes it? 
MR. BEAURSGARD: There was a mill at Chambly. 
MR. GORDGY: You have got Chambly there, 
9 % MR. McRUER: Oh yes, thet is right. Well, subje 
to that; we will check that up. Other plents, of 
qunrue were enlerged in other centres. When T say 
these mills are closed there undoubt edly would be 


@ movenent towards enlarging other mills because the 


25 
object of closing the mills was to concentrate the 
menufaeture in fonteis centres, They sey that 
themselves in their records, On the other hand, the 
suinaa water would expand the mills in “ontreal and 
x) 30 on tmorene ¥ end so ONe 


" “Plents have beenenlarged and extended at the 
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“other centres in which mills have been operated 
by the Companys 

The records of the antecedent comenies to 
Dominion Textile Company Limited are necessarily 
ineanplete. However, for the purpose of determin 
how the cotton industry has prospered in Ognede 
since the introdustion of a National policy of 
protection, it doses not seem unfair to take the | 
record of the Hudon Cotton Company Limited, 
Hochelaga Cotton Company Limited, and Dominion | 


Cotton Mills Company Limited, as reflecting a 


eross-section ef the industry fron 1874 to 1905, 

It cannot be unfair to selest Dominion Cotton 
Mills Limited and its chein of mtecedents, in visrw 
of the fact thet the lowest price per share was 


peid for its stock on the and gemetion of Dminiop 


Cotton Mills Company Limited" with the other co tton 


caipmies “and in view elso of the fact that it was the 
| lergest unit entering the merger in 1905," 
~o 20 Now, I have already dealt with that summary of he 
those canpanies got along down to the organization of | 
the Daninion Textile Caupmy. We come to the summary 
of the prosperity of this group of conmpenies as aml- 
gemated in the Dominion Textile Compmy at page 166 
i of my brief, 
* Mr. Hoewson's summary, exhibit 917 (Page 9), 
headed ‘Memo re Capital and Earnings, 1905 to 
193 6', shows that the —o of the Company na 
be divided into three periods, namely, 1906 to 


1922 inclusive, 1923 to 1926 inclusive, 1929 te 
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"1936 inclusive," 

I divide it into these three periods, my lord, because 
from 1906 to 1922 there wes no new capital brought 
into the business, The original 50,000 sheres that 
was subseribed by the originsl subscribers -- 

MR. GORDON: 50,000 aves inj 

MR. MeRUER: That original $500 ,000 that was su b- 
seribed by the coriginel subseribers for common stock 
wes the only common stock investment. Now, just befor 
I deal with the return-- 

THE CQGMMISSIONER: Now, perdon me; you say you 
divide the story into those three periods. The first 
peried you say is from 1906 to 1922 and is to be noted 
by the fact there was no new capital introduced during 
that time. 

MR. MeRUER: Yew. 

THE CGMISSIONER: What about 1925 to 19287 What 
is the chsracteristic of that? 

MR. MeRUGR: 1923 there was new capite 1 because 
25,000 shares were sold at $100 a share, In 1929 ther 
was a further issue of rights at $75,00 a shere. I 
will deal with thd later on as to the exect amount, 
but I heve forgotten how meh wes realized for that 

THE COMMISSIONER: There wes further new cepi tal. 

MR. MgRJER: Further new capitel at thet time. 

MR. GORDON: 45,000 shares. 

MR. MeRUER: 45,000 sheres at $75.00 o shere? 

MR. GLASSCO: $3,575, 000% | 

MR. MgRUnR: $5,875,000 brought in in 1929; is 


thet correct? 
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MR. GuASSCO: Yess 
MR. MgRUER; Now, as to how they regarded this -- 


as to how the members of the syndicate rege ried the ir 
investment in the comuon stock the letter thet ws 


sent out to the shereholders stated that the members 


5 
of the syndicate would invest $500,000 in the common 
stock and $500,000 in the preferred stock, Now, there 
| is an attempt mele-in my friend's brief to dress 
this up in a way by referring to minutes and that sort 
a rs of thing, and the assets that were taken over, ond 


so on, .that would lead one to believe there was some 
other investment in this, but they said in their 
letter that they wold invest -~ the members of the 
syndicate would invest. $500,000 in preferred stock 
15 and $500,000 in the common stocks 
“TEE COMMISSIONER: They gave thea all the ¢omon 
$ to eke 
MR. MgRUER: They gave them ell the common stocks 
THE COMMISSIONER: and all the preferred stoek? 
se 20 - ()MR. -MgRUER: No, there wes preferred stock issued 
in. eidition to that to take over the assetse 
THE COMMISSIONER: How much? 
MR. MgRJER: For instance -- 


MR. GORDON: There were 19,240 shares issued 


25 || aitogether of whieh 14,000 were exchanged and 5,000-- 
MR. MgRUER: $,000. went to. the members of the sy n- 
dica te and. 14,000 were issued to the shareholders of 
the old.¢amenies to acquire their. sheres, . They 
. were brought in on this basis. They got elthe bonds 
e 30 es. 


or pref exred. stook.. They got no interest in the equit 
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in the property they owned, They were treated as 
debtors of the new canupany, and the equity in the 
property they owned wes entirely ieft with the meabers 
of the syndicse te, the interest in the equity, which 
wes a very good thing. | 

THE COMMISSIONER: Thet hed the effect of vesting 
ell the assets in the new canpanys 

MR. MeRUER: Yess 

THE COMMISSIONER: I thought you said there wes 
some thing else done about getting the assets, 

MR. MgRUER; No, no; when these securities were 

is sued then the assets became 211 vested in the new 
ecompeny, and under the terms of the azsreen amt with the 
Royal Trust the members of the syndica te agreed to 
subscribe $500,000 for common stock and $500,000 for 
preferred stoek, but in the letter that was sent out 
to the shareholders no mention was maie as to how 
much common stock they were going to get for the 
$500,000. It wes not mentioned to the shareholders 
of the other comenies that the members of the syn~ 
diea te would get $5,000,000 worth of common ces, 
Now, Sir Herbert Holt's evidense is quite clear on the 
subject at pege 6011 sid following, and I think we my 
take it that Sir Herbert does not misunderstand things 
of this sort, Line ll-- 
*Q, Oh, no, I em asking when the scheme of the 
Syndicate was propounded why did not you propound 
a scheme that weet give the sherdiolders of the 
old eanpany on interest in the common stock, that 


is the ones besides yourself? A. I think 
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14456 | 
twas ef hii that wanted to come in we would hav 
heen gled to give them an interest. 
@, in the common stock? A. Yes, There 
was preferred and comnon stocks 
Q@. I am deeling with the common stock? A. But 
the Syndicate had to put up a million dollars, 


$500,000.00 in preferred and $5,000,000 in comm, 


Q- Lem going to deal with that. We will get 
the letter that wes sent to the shareholders of 
your Company. The Royal Trust Compeny pmduced 
here the other day a copy of a letter, cireular 
letter, tha t wes sent to the siereholders of the 
Colonial Bleaching & Printing Comany, The le tte 
is filed i” Exhi bit ool, end I read fran page 3 
of that letter, pareegraph 43 
"The terms and provisions of the Trst Deed shall 
be subject to the approval of Mr. W,J. White,K,.C, 
The Bonds herein mentioned will be 6% 20 yea 
Bonds, redeensh le at eny time at the new Company's 
option at a premium of 5%, The Preferred Stock 
will be pr derred both as to capital and divid@ds, 
ated dividends will be nisin tena’ acto ie, 
The Syni isate Bwhall subscribe and pay for at 
par preferred hered re new Comany to an 
_ amount of $500,000.00, 
The Syndicate Will also invest $500,000.00 
the common § toc k of the new Company. '* 
You recollect this eiveulex going out to the sh arp- 
holders? Ae Tess 


@. I suppose you wuld be one thet would approve pf 
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"the foma of the cireular before it was sent out? 
As I guppose soe 

Q. There is nothing said in this circular about 
what the syndicate: was going to ect in common stodk 
for the $500,000.00 they invested? A, Might 
have gota bad debt, 

@. I say, there is nothing seid about the number | 
of common shares the jymlicate was going to get tbe 
the $500 , 000.00? A, Noy When I sey ‘no’, 
Il dm't know. 

Q@, Wel, I will give it to you to read owrif 
you heve any doubt about that? A» No, I 
heve no doubt. 

@, I heve read the only peregraph I canfind with 
reference to that. As a matter of fact, the 
menbers of the Syndicete got eli the somion stock 
for the $500,000,00, did they not? A, I think 
SOx 

@. That is ell tmt was issued at that time? 

A. Yess 

Q@. And the eommon stock thet was issued was 

$5, 000,000.00 of common stock - that is 6orrect?" 
THE COMMISSIONER: What per value? 

MR. McRUER: It wes $100.200. 

"Q. And the comon stock that was igued wes 
$5,000 ,000,00 of common stock - that is correct? 
Ae Yes, sire 

Q@. And that was issued to the members of the 

Synd isa te? Ae Yes, 


Q» Your shere in the Syndicate, by the wey, wes 
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"$100 , 000, 00? A. I think so, 
Gs The t woul & be. of course, one-tenth of the 
total snount, $1,000, 000.00 formed the total 
‘Syndiea te funds, and for the $100,000.00 you recelyed 
allotted to you, I see, scording to the Minute 
Book, a meeting of the directors held on Jamazy 
27th, 1905, you received 500 preferred shares and 
5000 comion sheres? A, I suppose so, I | 
cannot reeollest,” 

Now, we go back to gers 166 to see what these investors 


20%. During the period the Company peid interest 


on the bonds outstending, interest on the preferred 
stock at 7% end dividends on the common stock, °n the 
$500,000 invested iu common stock by the members of 
the syndieste, dividends were paid as follows: 1908 t 
1912 inclusive, $250,000 or 50% per amu, 1913, 
$275,000, and that was one of the years -« 

THE COMMISSIONER: Per amumy, 

Why MeRUER; Yes, per annum, my lord -- one of the 
yeers that we had complaints, 

THE COMMISSIONER: Theat was just one years 

MR. MgRUER: 1914 to 1917 inclusive $300,000 per 
annum; 1918, $350,000 per amum; 1919 to 1920 $400 , 00 
per annum; 1921 $500,000 par ammum; 1922, $600,000 p 
ennum, ani Over thet periedwe had several complaints 
about the in gif ficiency of the tariff protection,, an 
my friend, Mr, Heward, in his brief boldly states thi 
company has not ms de suf ficient profits so that I sha 
refer to thats i think he is es suming that one af 


the best methods is to take the aggressive rather 
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be on the defensive. “During the first 17 years 
of operation a totel of $4,975,000 was paid on this 
investment of $500,000, 


" In 1923 the original common sherdiolders were 
5 given the privil@e of purchasing one share of ne 
stock for every twosheres that they heldat pets 
This brought inte the treasury of the Company 
$2,500,000 more capital, The total shere sepi tal 
wes now $7, 500,000 and, upon the incorporation of | 


10 the new Company, the shareholders were given thre¢ 


sheres of common stock in the new Compeny, mo par 
velue, for every one share held in the old Company, 
bringing the outstamiing sheres up to 225,000." 
That should not be dollers in my brief, my lord. The 
i doller sign should not be theres 
THE COMMISSIONER: That should be shares, 
MR. MeRUER: Yess 
2 From 1925 to 1925 a divi dend rea te was main- 
tained sufficient to pey on the original e¢anmon 
e a stock $600,000 per annum", fhet is,150% is the 
dividend they got slong in those years, 
MR. HEWARD: How do you get 150% out of that? 
MR. MeRUER: It is 150%, rather. We get up to 15% 
in the next groups 
2 "From 1926 to 1928, inclusive, a dividend rate was 
mei ntained ata ra te sufficient to pay on the 
original issue of common stoek $750,000 per annum 
Theat is now really 150% in those years of low tariff 
when they were canpleining of the insuf ficiensy of 


proteetion they had against the ravages of outside 
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of the 
competition, The total/dividends paid during that 


period, that is, during the period fran 1923 to 1928 
ine laude, wes $4,050,000 on the original inves tment 
of $500,000. When we appreciate the fact th at 
really this is a pert of the sutsidy to this industry 
it looks as thouwh oe hed been gen artes y su bsid ized 
end I work it out in that wey leter on, andwe will 
see the whole picture, In 1929-- 

THE COMMISSIONER: Do you want to takea few minut 

ME. MeRUER: Yess 


~~ The Comission adjourned fora short recess 


(page 14460 follovs) 
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-- On resuming at 12 P.M. 
MR. MeRUER: To deal, my lord, with the period 
from 1929 on when there was a further issue of 


5 45,000 shares of common stock at 75 dollars a share, 


wad @h brought an amount of $3, 375,000 into the troasurie 
chess shares were issued in the proportion of one 
new share to each holder of five shares of common ary : 


and for the years _— ouasgie 1931 and 1932 dividends | 


fe 


> 10 | 
az | were path sufficient to pay on the original or 
| of $500,000, $750,000 per annum, So that we have 
‘ just at the time that this company received at the 


naside of the Government the inereased tariffs on its 
S| weqtest, request of the cotton industry because 
that is on record that they wrote and sent in their 
schedule and said, "We should have this, " ~ and when 
they say that the minimum - just as I read a few 
ohne ago what Sir Charles Gordon had said in 1936 - 
a "That the minimum we can get along on is what was 
siuniek us in 1930,"- they were paying before that 
a the rate of 150% per annum on the shares issued 
for the originel $500,000 and they coutinued to pay 
4 at that rate watt} 1932 when there was quite a blare 
of trumpets made in connection with the reduction 
of the dividends on the common stock and it was 
onphesized that the aeyktan of the dividends on the 
common stock had been = in proportion than the 


reduction in the wageS, &Ca, put we find that the 


| reduction was from $750,000 per annum to $712,500 
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per annum in respect to the shares that were rune’ 

on this original investment. so that if they stijl 
held their original investment, after the reductioa, 
they would be drawing $712,500 per annum on the invest- 
ment of $500,000, so that. the reduction was not too baa 
after all. 

MR. HEWARD; Mr. MeRuer, you said when you referre 
to. the minimum protection, the statement in regard to 
he minimum protection, you said that wes made in 19304 

MR. MeRUER: No, I said made in 1936s 

MR. HEWARD: You said. at the time they were allege 
to be getting $750,000 per annum on the $500,000 
investment, that was the time they were making their 
requests for higher tariffs, and stating it was the 
minimum protection, 

MR. MeRUER: No, I think you misunderstood me, 
Perhaps: I said it rather quickly. What: I said was 
that that was at the time that they were making their 
requests for the higher tariffs and that Sir Charles 


Gordon said in 1936 that that rate was the minimum 


on Which they could get along. . 


THE COMMISSIONER: At the rate of 1930? 

‘MR. McRUER: Yes, 1950, 

MR. HEWARD: You said that in 1935 --- 

MR. Me@RUER: Wo, 1936, However, does not make 
much @ifferences. 


- OMR. HEWARD: As to the minimum protectioi --- 
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THE COMMISSIONER; What page? 
MR. HEWARD: Page 160 of Mr. McRuer's Brief, 
MR. MCRUER: Neo, but you go on to see wet he said 
in 1936. 
THE COMMISSIONER; What page? 
MR. MGRUER:; At page 161. 
THE COMMISSIONER: That is where he said; 
"we are, therefore, forced to cousider proper steps 
rT) 10 to eonserve the position of the Company until the 
| situation facing us changes," You suggested awhile ag 
that that meant going back to the Tariff rate of 1930, 
MR. McRUER: Yes, my lord, It was on account 
“ of the reduction that had been made in the tariff 
rate of 1950, They complained in 1955 and said 
the rate in 1950 was the minimum they could get along 
with, and then the reductions made in 1956 by the 
Government in power then and then he salds 
- ) 20 || We are carrying on under this condition until some-_ 
thing can be done about ite 
Then in 1954 dividends were sufficient to pay 
on the original investment $600,000 per annum and 
then they were restored comple tely in 1956 to the 
basis of $750,000 per annua in respect to the shares 
issued for the original investment of $500,000. 
So that we have over these depreciation years from 


1929 to 1936 - not all depreciation years, 1929 


9% _ cannot be classed exactly as a depreciation year, 
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probably not 1935 altogether - but over these years 
at any rate from 1929 to 1936, $5,812,500 paid on 
the stock that was issued for the original investment 
of $500,000. | So that this all becomes extremely 
importan then } s go back to deal again with the 
principles of what can a company expect from the 
Consumrs, and also when my friend Mr. Beauregard 
deals with the question of what has the companies 
done in respect to their workmen . 
The total dividends paid on the stock issued on 

| the original investment hy members of the syndicate 
from 1905, between the years 1906 and 1936, inclusive, 
amounted to $14,837,500 or an average annual rate 
| of 9824 4 per annum. § It may be noted here that 
during the depreciation years fram 1930 to 1936, 
$4,312,500 was paid in respect to the shares sates 
for the original $500,000. It may also be noted 
that the dividends paid from 1923 to 1936 on subsequen 
| issues of EEE ge netted the conpany $5,875,000, 
| amounted to $6,676,456» So that we see too how 
the original investors have shared as compared with 
how those who put in their money et this later stage. 
But had this company - and I deal with this speci- 
fieally in a statement - had this company paid any- 
| thing in the nature of 4 reasonable return on the 
| $500,000 invested it would never have been necessary 
for it to eS in any additional capital at these 


times, | T do not know why it was even necessary 
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but I have a statement ade up to show just the 
position they would have been had they paid 20% 
dividends on theG500,000. I think I have been 
extremely liberal in making that up but I am making 
it up ‘ what one might say is reasonable and then 
doubte it, When you get 20% per amnum for 30 
y ears they cannot say I have not been generous to th 
in that respect but I deal with thet in detail in a 
momen ts It is waid on behalf of the company 
that whem wages were devreased by 10% during the 
years ended March 3lst the dividend rate on the como 
stock was decreased by 20%. A decrease of 10% 
in wages would amount to a saving to the company in 
1934 of about $454,000, but in that year, not with- 
standing the decrease in the rate of the common stock 
dividends, $600,000 was paid in dividends on the 
stock that was issued for original investment of 
$500,000 by the members of the Syndicate, 

fhe dividend record of this Company does not dis- 
close the whole story of the profits earned on the 
common shares issued to the original members of the 
Syndicates 

In addition to the earnings that have been paid 
out in dividends, the common stock shareholders 
have a very large equity in the company in the nature 
of investment in land, buildings, machinery, current 
assets consisting of cash, Accounts Receivable, 


Inventory and outside investments. This value 
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has been built up out of profits made on the sale 
of the Company's produsts in the Dominion of Canada, 
together with the eash investment made by shareholders 
from time Se bine, as heretofore set outs 

Now, I think I am absolutely sound ahd clear, | 
in addition to these dividends which they paid, which 
emounted on the original investment to 984% on the 
capital invested, they have built up out of additional 


| 
o profits a large capital investment which I will anivet 
in 4 moment. 

THE COMMISSIONER: You mean 98.4% per annum? | 
MRe MCRUER: Yes. 

"The question of determining the actual 

value of these assets may be approached in two 
ways: 
l. By what is shown in the Destine, inenets't 
records, after all appropriations have been 
sii made for repairs, betterments and depreciation. 
Ze By a calculation made taking into account the 
profits as shown in the financial record of the 
company and the appraised value of the Company's 
plants," 
25 | | 
Mr. Whiteley, have you got that appraisal that was 
sent in? I want to look at ite 

"Mr. Glasseo, the Accountant, called on behalf 

of the Company, does not agree that there has 


been over depreciation of the company's fixed 


assets, ond that the earnings of the company 
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ean ‘be determined by takéng the appraised value 
of the Company * s property. | 
I propose, first, to deal with the common 
5 | stock equity, arrived at from the Finencial 
record of the company, and to determine the 
total earnings, giving the company the benefit 
of all allowances that they have taken in their 
books, and secondly, to geal with the earnings 
3 of the Company on the basis of the apparent 
profits, by means of calculatious based on the 
appraised velue of the assets taken in 1936," 
That is, the two ways: One, just what the company's 
15 fineneial records show and taking into aceount invento 
reserve that we have shown in this inquiry, which is 
not show on their financial record. Two, deal 
with it on the basis of the appraisal of the plant, 
and working backs 
THE COMMISSIONER: What appraisal do you refer to 
MR. MeRUER: fhe insurance appraisal, my lord, 
that was made in the year 1956, and Mr. Gordon says 
that he would send in the insurance appraisal so that 
we might Look at it during the ponias of his evidence, 
and we have it, and I am going to deal with it when 
I come to that branch. 
"1, The Financial whee alive” 
THE COMMISSIONER: When was that insurance appraisal 
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MR. MecRUER: Im 1956, my lord, 

"1, The Sinancial Statements of the Company 
show the common stock equity of the Company 
to be as follows: 


Bock value of common shares 
outstanding, $18,575,000200 


. Surpluseredited to Profit 

and Loss Accounte 

(Exhibit 938 - 

Annual Report for 1936) ~ 99595 ,422200 


RESErves oom! 

is reserve against raw cotton only» 
"Reserves(Exhibit 933) 

(Reserve against Raw Cotton 


only included) 2,179 44735200 


Inventory Reserve (Exhibit 947) 1,360,096.00" 
a total of e 


Or a total of - those are the total assets according 


to their book - 4 total of $27,307,991.00s 
MR, HEWARD: Mr. Mestuerg? I think there is a mis- 


take in the statement, "Reserve against raw cotton 


s 20 


only imciudedg" That includes the reserve for bad 
debts, investments reserves 
. MR, McRUER: Well, it is ambiguous; you are quite 
rights Those are the reserves but as in respect % 
4 inventory the only reserve that is included under that 
heading is the one againsi raw cottons 
THE COMMISSIONER; It is the only one you take 
out of the inventory» 


x) | MR. MecRUER: It is the only one we take out of 


the inventory and it is not all cotton, raw cotton 
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‘reserves My friend Mire metal: is quiteright. 


MR. HEWARD: - It should read inventory against raw 
| eotten as the inventory reserves | 
MR. McRUEA: Just strike out the word "“only"» 
And thom we deal. with the Inventory Reserve 
exclusive of raw - eotton in the next ites et 
‘brings us to the iar. according to their books 


when we - inelude these reserves, fo $27,507,991. 


| 
| 


‘Now then, to apportion that to the shares that were 


10 


Peasant to the original investors of the $500,000. 
| “The interest of the holders of the original 
shares issued for the $500,000 investment 
| ethaaried by the original members of the 
ee Syndicate would emount to eerrat 1056 
The net result is that the $500, 000 invested 
by the subseribers to the syndicate has 
appreciated in value by $14,671,105200 since 
the inception of the company, and paid to the 
helders of the stock $14,837 ,500200s0.e" 
or it ghows a total of about, in round figures, 
| 229,000,000 cote in 30 years on the 3500,000 that 


lis originally invested» Now, that is from their 


25 | | | 
own books as the records show and without the addition- 
al ealeulation and it really almost seems shameful 
for me to say - well, that is not all you got, 


You got more than that, And go on end add about 


30 another fifteen or sixteen million dollars to ite 
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Well, it would probably run about another $12,000,000e 


However, I am going on to show as nearly as I can 
what the true picture is and for me I have no anxiety 
but to try and show exactly what the investor got 
\ 5 for the money thet he put up. It is then for your 
lordship te consider it in relation to all those 
other aspects, the quentum of tariff protection they 
had throughout all this time when the money was being 
earned, the wages they paid and what the consumer 
r ought to be called upon to pay in the way of subsidies 
te this Bi soli in the futures 
"It is claimed on behalf of the Company that 
a portion of the increased value of the plant 
tS may be due to the increase in the cost of 
replacement values, but, assuming this to be 
so, the position the shareholders of the 
company ere in to-day is this. While con- 
a tinually complaining over a period of years 
of insufficient tariff protection, and while 
making strong representations to the Government 
in 1930 that tariff protection had been in- 
sufficient, and, on the strength of these 
. representations securing further tariff pro- 
tection, the original investment of $500 , 006 
meade in 1905 has yielded a return of $14,838,500 
in dividends and to-day has, according to the 


30 company's reeords, ean additional present value 


of $14,671,105» This is after charging off 
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to profits $224943,471 for deprediation, and 
$12 ,492,186.92 to equipment and repairse" 


Se that in addition to these profits the consumer 


has looked after the depreciation to that extent, 
over 322,000,000, nearly $23 ,000,000 and the repairs 
and equipment to $12,500,000 in round figures, 
Now, we come to consider it in another way and 
that is, the yretite of the company based on the 
10 calculations of appraised value of the engage plant 
in 1936.6 
“where the Vompany has charged out of profits 
large sums of money annually to repairs and 
15. betterments, and at the same time written off 
oat ef profits general sums of money for 
riage memians 19 
"General" should be "generous", 
"And at the same oa ev’ vhen off out of profits 
a generous sums of money for depreciation, the 
amount written off to depreciation in exeess 
ef the amount required te take care of reasonable 
wear and tear (not provided for out of earnings) 
25 and obsolescence, amounts to a secret reserve 
of Pret tae” 
THE COMMISSIONER: You pit the amount written off in 
excess of the amount requireds You are assuming 
a there is such a things 
2 MR. MORRER: Tete | if wes is an amount written 


off pan pabeewetavtdis and an amount written off for 
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obsolescence and charges for repairs, &ds, and you 


come to the end of the time and see on the one hand 
that the plant has an appraised value, there it is. 
There is the value of we will say $21,000,000 and 
it is carried on their books at $4,000,000 after 
it has been depreciated down, then have they a 
secret reserve of profits in the absence of increment 
in replacement values? 

a 10 MR. HEWARD: Carried on our books at $18,000,000. 

MR. McRUER: No. When we come to the de- 

preciated vitae of the plant the difference is 


$17,000,000. 


‘ MR, HEWARD:; Not carried on our books at 94,000,000. 
MR. MeRUER: No, carried on your books at the 

depreciated value - I will come to it later - it 

works out, differente $17,000,000e Now,*"in order 

to determine what this reserve (if any) of profit 

is, it is necessary; firstly, to find the present 

value of the plant; secondly, whether there hes 

been an acere tion in value or depreciation of values 

since the cost of the plant was charged in the 

5 company’s ca abi and, thirdly, how much has been 

set up for depreciatione" 
Now, you take those three factors; First, 

hat is to-day's value of the plant; second, has 

here been an accretion or depreciation in value since 


t was charged intothe books at these priees; and, 


ird, what has been charged for depreciation? 
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And when you get that the difference in the deprecia- 
ted value and the present-day value, less any accretipn 
in value, will amount to the amount of secret reserve 
of profits. 
"In 1956 the Company had an appraisal made of 
its plants for insurance purposes, The 
appraisal is stated to be: $20}]00,000 exclusive 
of lands, sub-struectures and excavations, 
Including lands and sub-structured $22,185,653." 
Now, this in my Brief may be confusing - the appraisa 
does not touch the lands and sub-structures,s, 
Or estimated value, adding value of elands and sube 
structures, it would amount to $22,000,000, 
MR. HEVARD: You say adding the estimated value? 
MR. McRWER:; It should not be "including," 
it should be "adding"s 
THE COMMISSIONER: The appraisal would only apply 
to the insurable property« 

MR. McRUER: Yes, my lord, Mr. Hewson made an 
estimate of land and sub-struectures - I think it was 
very conservative and has not been challenged in any 
sense, and brings it to that figures Now, as to 
what sort of appraisal this was <-<- 

THE COMMISSIONER: I do not suppose that Mr. 
Heward is willing now that this — is the one 
that should be acted on, 

MR. HEWARD; No, we dealt with the comparative 


values of the two appreisals 1920 and 1936, and we 
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do not admit that this is of equipalent value to the 
1920 appraisal. 

THE COMMISSIONER: You do not admit it is the 
proper present value for one to act Ons 

MR ee ong We do not admit that it can be 
property | used i th way it has oem heres | 
THE COMMISSIONER: And your brief deals with sunt? 


‘MR. HEWARD: Yes, my lord, my brief deals with t 


10 || MR. MeRuer: On this point I think I can say fre 


| ly that the Company have not sought to assist us in 
any way in showing us what the actual value of the 
| plant was to-daye They take the records - there 
“you ares They isons up to 1921 the appraisal 
: that was made then and Mr, Glassco gives evidence 
about that but - cannot consider anything after that 
as to whether there nas been ~-- 
MR. HEWARD: I do not think my friend intended 
s 20 || to be unfair there when he said we have not sought 
to assist him, We have given him everything we had, 
MR. MeRUER: I know but with the exception of 
this - that it seems to me you could tell us what 
oe your plants are worth to-day without saying that they 
are not worth that insurable value, they are not 
worth the value put on them in the insurance 
| appraisal or we would say you must fot take thate 
Mr. Gordon would not say they are not worth it and 
® has not said it because he would be probably in 


the embarrassing position of having to swallow 
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his words later on, 
THE COMMISSIONER: If they had a fires 
MRe McRUER: And it is wise not to say it. Mr. 
Glassco would not say it. I put to Mr, Glassco - 
if you were engaged in an arbitration in which the 
Government was seeking to expropriate this plant would 
you say this was worth the emount set out in the 
insuranee appraisal? He would not say he would not; 
{ 
t 10 || Now, in the absence of them coming and saying - | 
no, we think they are worth less, Then surely | 
| when we take this appraisal - and I am going to read 
for a moment exactly how it is done, It is no rule 
1s of thumb things This thing took months to prepare. 
It is not any snap judgment on the values 
THE COMMISSIONER: Who paid for the appraisal? 
MR. GORDON: Fire Insurance Company paid for it, 
it is part of their service. 
s ms MR. McRUER: This is done machine after machine, 
item after item, books of ite Tt is no small thing, 
I have to say this to my friend, Mr. “ordon, - and I 
just ice what an insurance man said to me one day 
os || when he met me on the street - he said: these people 
are very anxious that everything we buy shall be 
secured from Canada end compel us to buy from them 
but when they went to buy their insurance they go to 


the factory Mutuals in the United states, which is 


a@ company that dentt do business here at all except 


ort 8 bed Yost TI smeuoree naoo ET i 

a - vit ae ot tom oekw al vw bak rs UO +f | 

- sosant® , 1 ot tug i : th yao fon bLnow oases a 
| ent fo tie at nottext idas ua a Desagae eiew soy at 
inew tus£e e tus ot altqozgxe ot ashlee eeu taonsxo¥0® 
ed? al tue tea taxems eat dstos 38% atadg Ys2 yoy 
jon binew ed ‘yee tou ; ieee a sine age eomewwaat 


~ - gat yee baz gatmes mes Lad eonseds eid ~ voi «OF 


/ 


—— sede steel iin ers yout abt Se on 


‘beet ot em para) I bas é ine Laxgae eit exss ow aotte Be a 
@eigt of ad I pen ad a 3 a ‘eUtesxe caemom 8 x08 | ‘ 

F 
seisgeig of asitnon doot aalaty e Lat “wands Sanct toi} 


él . 
| suniay ont Fst) tom int qane bad tom ot ‘tt 
?iselsiges ene net bisq off : RLKOL Ge TABOO ant ; . 
gti set Sis¢ Ysiegm09 So Gate aT out sHOaAOD fi ‘ i 
-20 tree xtedé * oh on . il : 
, catdonn qetts saldoom ent af eta? sR UMOM aM | os 


eoldt fisma oa ef $r | ott to aittood ao? sett ott 
“T bas = yaobro® ty «Saat a o¢ elit yse os ova x| rhe i 
¥85 emo om Of biee gem oo mexvent ne tose n dnoqor rent | 


eiqeeg scedé thine od ~ seoute ens 29 92 tou ‘on saste'f ; 


od Liege. we ew r galt prove sos ‘uotxae wre | | 
nest mort wd ot asi fouine bas sbeaso aor? bowo 
“od 63 yest eoneivenl utedd ws oF ‘tus wus aed 


aD. wi 7 , 
af dodde (S08 o%8 bee tay edt ‘ot stows Woon’ ety 


; ae roe "7 ee 


 $qeoxe Lis te owed cnbalend. htm 9 


“ “43 o wl ae ee 
- ae + 3 lp wa ee al toa ites, ee ae Pr ; 
iret SCT e oe : 


ROBT. BRYDIE 


CHARTERED STENOGRAFHIC 
REPCRTER > 


TORONTO = CANADA 


>, 10 


15 


25 


14475 
under license, They import all their insurance 
because it is lowest priced insurance, 

MR. GORDON: we might say we have always dealt 
with them and could not get that insurance any place 
else when we started, 

THE COMMISSIONER: We will adjourn now until 


feoO Pll. 


am 


-~ The Commission adjourned at 12,50 P.\. to resume 
at £450 P eM 
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ABTERNOON SESSICN 
The commission resumed at 2.80 o'clock. 
ARGUMENT BY Mr. McRUER( resumed) 

Mr. MeRUER: i was dealing withthe question of 
Caen iacaent aph Some effott was made more or 
less to belittle it and to suggest that we did not 
have it before us and therefore it was not an authen~ 
tic appraisal. The whole appraisal has now been 
sent in. It consists of nine. volumes and is stated 
to have been prepared by the appraisal division of 
the inspection. department of the Associated Manu- 
facturers Mutual Fire Insurance Companies of 184 
High Street, Boston. .. The one I am looking at is 
the appraisal of the Hochelaga branch. 

The COMMISSIUNER: Has that appraisal been put 
in as an exhibit. 

Mr, MeRUER: 1t was sent in to Mr. vhiteley by 
Mr, Gordon. 

The 6GOMMISSIONER: Has it been given a number ? 

Mr. MeRUGAi: 1 informed Mr. Gordon that when it 
hed satisfied Your Lordship's requirements it would 
be returned to the company, because it is an ori- 
ginal document and they might have med of it at 
any time there was a fire. 

The COMNMISSIONSR: That is understood. it wili 
be Ne. 1526. 

Mr, MeRUER: It is stated to have been made at 
the request of the Manufacturers’ Mutual Fire Insuran- 


ce Company of Providence, Rhode Island. 
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The COMMISSIONER: Who made it ? 


Mr. cRUER: The appraisal was made by F. W. 


Black?wood. in conference With IF. A.» Michaud, super- 


intendent, Mre A. F, Anson and Mr. A. H. MeMenus, 


offices manager. would these latter gentlemen be 


officers of the Hochelagea mill or the insruance 


company 7... 


iim. HEWARD: Mr, Gordon will be here presently 


and he will be able to answer that quesition. 


10 


15 


20 


Mr. Me¢RUER; There is a preamble which reads: 
"This insurance valuation now of your 
plant has been made at your request by the 
appraisal division of the Factory Mutual 
insurance Companies, it is intended to show 
in a concise way the insurable or burnable 
value of the property covered by your policies, 
and is based on replacement cost less depre- 


Giation."” Phe-werds 


The words “or burnable" efter the word "insur- 


able” are in brackets, indicating that the meaning 


is the same and that one is not an alternative. It 


goes on: 


25 


"fhe abbreviated form dogs not denote a 
lack of — in arriving at values but 
rather an attempt to eliminate minor detail and 
description not essential from an insurance 


standpoint. In estimating your values, the 


latest available data on buildings and equip- 


_ Ment hasbeen used in conjunction with our 


Li. oo 


oW 4 Xd sbem eytoune.« ot SOL es 
“toque ,busdol »A «K tty eousze2n00 at boowtiien 1a | 
, BUmgMO i od a - baa moaga a. ah om Soar 


3 og nomelt ag rot fal seeds BLuow ! regan eoitte : a 
_Soqeutaal od 70 pee  spetedoat 0 ot ‘0 9 exe0s3%0 | 
yitnoeerg ered od tbe: nobr0D zu CRANE sai me 
Holtmerp gadé sypege ot ois od fLtw od bas | be 
| 1abse7 doidy eldmaciq 6 at ered? sADUH9}i vai wee =| be a 
eX to wort Roti suley consist ett”. | ‘ | Pee Mi 
ott, - F2qees. ELOY os chem need asd dante | | : 
_ Lavi sti “yrotoat ett 20 note ivit Ioaterces: | ce 
woda av bebrotnt mt vi +29 insq900 pomararenl . | re 
eldantud to oldsment ont yaw estons B ak we a ba 
eoiott og ty0y Yd hbeteves em gong bear to eulev | 
_remged esol deco saempvatges co bowsd ‘ei bas i iz, 
abvew-en® * 0 tt ato 4 
tent” bree. ent ved Te. Me asap crt zo" abrow et | 
iH os 


 gatases edt test. guia 2bat setetee a ome reide 


i 


#T ' ovitssred ie : me 98 ak one $e ona omsa nuad ab 


8 st ona ton 20 0b wx02, bot aivexdds oa 3 st , 


dud aoulsv ts wuiltons mt seoniguoted? 20 oak 
ws Liateb tonim etanint to of squedss ne tedtar 


“it » S t\% . 
oonervent 8 most Letsnoane tou ottq tose . 
SREL. a «3 3 le io 
odd, aseuley Read , galtamites at .tutogbaste of 


a2 (POR? [teva ett > . 
os a a at. + is UROS = on 


sili Pat: iit Fala stab Mel tone 


Sr Aba S re 


pise Ji 
fz Se y 
oe ous 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO 


}) 


IS 


® 


10 


15 


20 


a 


CANADA 


14478 
“experience covering a period of over twenty- 
five years in determining costs and depreciation. 
whe prices obtained from building contractors 
in your vicinity and from manufacturers, on 
your class of equipent, are constantly reviewed 
and periodically brought up to date. We have 
not attempted to make an appraisal of stock and 
ays és: but have accepted your inventory 
figures as you are in a better position to deter- 
mine the true value because of Pluctuations on 
both quantity and cost. This ANE is 
held confidential, and while primarily its pur- 
pose is to determine the amount cf insurance 
required, it should always be of considerable 
value in the event of a serious loss, because 
the actual evidence might be destroyed, yet it 
would give you an inventory of your equipment. 
It should be understood, however, that an apprai- 
sal is never binding on the assured nor on the 
insurance companies, since all adjustment of 
losses must be made in accordance with the 
statutory conditions and standard form of policy 
which your state obliges insurance companies to 
use, namely, the actual cash value at the time 
of the fire, with proper deduction for depre- 


ciation, however caused." 


| Then, as I said this morning, they go into it in 


detail, item by item, showing how they have arrived 


| at the different values that are indicated in the 
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appraisal, Though they refer to it as an abbre- — 

viated form, it does not appear to the layman at 

any rate to be very brief. 

Mr. HEWARD: It certeinly is abbreviated compared 
with the 1920 appraisal, which stands about three 
feet high. 

Mr, Me RUER: It goes dame to one condenser, 
one hopper feeder, one motor and so on. The details 
seem to be pretty complete and explicit. Well, we 
have that appraisal of the plant and it shows the 
value in 1936 to be $20,100,000, exclusive of land. 
At page 171 of the brief I go on to deal with it: 

"This seoieihiie’ shows that the company's 
plant, buildings end machinery, with the ex- 

, eeption of lands, substructures and excavations, 
is valued at $20,100,177. ‘The land is shown 
jn an appraisal mage for the company in 1920 
at $1,586,456.65. Since the company has 
purchased the head office building in Montreal, 
a very valuable site on Victoria Square. ir. 
Howson estimated additional land and substructure 
at $500,000. No exeeption has been taken to 
this amount. These records, taken together, 
show the present-day value of the company's 
propertges to be $22,183,633. The company's 

_ Pecords show the assets of the company charged 

_ into the books over the period of years at 
$41 ,679,277.06."_ | 
Mr. HEWARD; I do not wish to interrupt my 


learned friend, but I think I ought to state at this 
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point that we challenge these figures; we do not agree 
with them. 

‘The COMMISSICNER: What figures ? 

Mr. HEWART: I am referring to the statement that 
according to the company's records the assets charged 
into the books over the period of years amounted to 
641,679,277.06. We say that this figure represents 
an improper interpretation of the records. 


Mr. MeRUER: Do you contend that the records do 


i not show that 7 


Mr, HEWART: They show $58,686,867.96. 

Mr. McRUER: I am under the disadvantage of not 
having &r. Howson with me. 

Mr. HEWART: If it will help you, you will find 
the figure I have given on pare 4 of Exhibit 1232. 


Mr, MeRUER: Is that the one prepared by 


Mr. Glasseo 7? 


Mr. HEWARD: Yes. 

Mr. MeRUER: There is a difference of $3,000,000, 
and at the moment I am not going to go into that. 
Mr, Howson will be here and he will check over the 
figures. I think it all comes back to the question 
of what Nr. Howson has taken ott of the deductions 
in his figures at the inception of the companies. 
There is a difference between Mr. Howson and ir, 
Glass¢o as to whether they ought to take them in at 


the figures at which they were taken over, or write 


| up the books by the amount at which the plant was 


@arried on the books of the old constituent companies. 


98 dom ob ew en enh: : 


$ serngit tent. :FOMPLBATEMOD ot 
sit timmedere. old of gtixie ter we fT PAW eth 
state ateuae adf sbrooex s*yninquoe edt oF picks | 
of bedmuoma ateey To boiteq edt c8Te exood eft otek | 
stnone get eruglt skit dat yee OF: 280 .975,, 079, £28 | 
| _ .ehrocex off to papa 2 | 
ob Bbxoost odd. tesid heognos woy-o@- sAEUHOM wth | 
| Stadt worte tox «| 

02, 988,985, B54 wode yedT ;THAREH , 
tou to enotmavieald edt tobay ae I: RiUIOM .ch 2 = | 
Be emt dete cosMOn .7M gatved | 
Bait. {Liew BOX, 2 HOT qied fitw ai 21 + SHAVER ata 


nost pidted to b eg8q He newig arm i- exugt? ott 
¥d siaiaaaiie ene edd ¢adé sl ;HiUAeM . 

? aie alt | 

090,000,88 to SauexeTtip © at ened :KMBOM tM 

_ytadt etn oa oF ertogt a: pe. I énemom. odd te Sas “| . 

oa cove Yoato LL1y oi Sue oned. af ESkw mom 6 | 

acitesup ota of soad seme Ife. at anid¢e I:  seommmtt 

prot ankeb ede to #0 node act doewo eta tadw to | 

-eelaagnos ede to sottqoont ads ts aeruyst sit wf me 

ei kno count sa geented sonerett2b-s at ened | 
‘teat net ghat 0% tigu0’ yeds sedtedn: ofise-onsant® 

“of fiw to ,xove soiled otom yedd slohin te sexsgtt ‘| 

“ _ San teat oat dotiw ts “tawomn, edd aa | 

vo begmes eeert Bio vodt # to. st00tes cs a 


: ane 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


Tee TORONTO Ste Sh CANADA 
— er 14481 


+ Mic. HEWARD: My learned friend's brief says that 
| the company's records show that the assets of the 
company were charged in the books at $41,679,277. 

Mi McRUER: I must say that I cannot be expected 
to carry in my mind the details of the make-up of 
these companies, wy leamwmed friend has only one 
company to look after; I havé several. The brief 
goes .on: 

“In arriving at this figure of 941,679,277.0 


10 : 
. the company has taken the plant ana machinery 


into its books at the figure at which they 
_Stood on the books for the predecessor canupany , 
regerdless of the price which the company had 


te paid for then." 


The COMMISSIONER: You mean that they are over- 


valued ? Is that your eontention ? 


it. M@RUER: That is what theyhave taken them 
at in their books. 

0 "The excess of the book value over the 
purchase price received by the predecessor 
company is §2,191,261,37." | 
That brings me pretty close to the figure at 

which my learned friend gave us a monent AZO>s 

25 Mit, HEWARD: I do not think so. © Showla not 

| that sentence read, "the figure at which they stood 

on the books for the predecessor CcaG@npanies” ? 
ir, MeRUER:; It was the predecessor companies. 


Mr, HEWARD: And it was the shares thet were 


purchased. According to.our view, you are 
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understating your case. The excess of the book 
value.over the purchase price received by the pre- 
@ecessor companies is $2 ,405,278.19. 


Mir. MeRUER: At any rate, for the purpose of this 


wi 


argument, a mere half million is neither here nor 
there. | 
Mr. HEWARD; I do not suppose that we shall meke | 
any progress if I checked all these figures as Ur. 
MeRuer proceeds, because we do challenge his figures. 
. Mr. MeRUER: I appreciate of course the fact | 
. that you challenge the principle. 
Mrs HEWARD: We challenge the principle and we 
challenge also the accuracy of your figures. 

15 Mir, MeRUER: It would assist me if you gave me 4 
memorandum showing exactly wherein you say our figure 
are wrong, so that 1 can have them submitted to “'r. 

- Howson for verification. I am not an accountant and 
x must heve the calculations made for me. 
20 Mir, HEWam; I shall.be glad to do that. 
Mr, MeRUER: The brief continues: 
"In addition to this, the company trans- 
terre. tron goodwill account to fixed assets 
account, $3, 565,109.91." 

Co i Mir,» HEWARD: Our figure there, if you will take 
it down-- 

Mr. McRUER: I should prefer not to be interruptad. 
I. do not think our figures will be found to be out. 
iL. There may be a contention about this item or thate-- 


Mr. HEWARD: Well, this particular figure is 
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out 33 per cent. 


Mir. MeRUER: You say it is; will you give us a 
memorandum of it. 
. Mr. HEWABD: I shall be glad to. 


The COMMISSIONER: It is a question of finding 


out what the company transferred from good will account 


to fixed assets account, and that ought to be ascer- 
tainable, 
Mr, McRUER;: Even Mr. Glassce himself, who is 


acting for the compamy, had some difficulty in ascer- 


| taining some of these things. 


Mir. HEWARD: What surprised us was that Mr.Howson 


has agreed with him after giving his evidence, and now 


7@ find these figures in the brief. 
lim, MGRULR:; There is nothing in the brief which 


we do not think absolutely correct. If my learned 


friend is going to make any suggestion of that kind-- 


Mx, HEWARD: You misunderstand me, Mr. McRuer. 

I am not charging you with bad feith at all. Surely, 
however, one or the other is mistaken. Ve had been 

under the impression that ‘ir. Howson had agreed with 
Mr. Glassco but apparently we were mistaken, because 

the figures here are not in agreement with ours. 

Mr. MCRUER: Well, for that matter, both Mr. 
Howson and Mr. Glassco were around last week and if 
Mr, Glassco had gone to Mr. — and said, “We want 
to agree on these figures", instead of sparring around 
and interrupting me in the middle of my argument, it 


would have been much moré to the point. ‘They could 
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have sat dom and worked it out together. There is 
not much advantage in follwoing these tactics. 

ir. HEWARD: We will not interrupt you again, 

Mr. MeRuer. 

Mr, MeROBR: If Mr, e1abses disagreed with us he . 
could easily have gone to Mir. Howson and said, “Let 
us work out these figures and see if we cannot come 
to some agreement; if there is a difference in prin- 
ciple, very well, but if it is a matter of figures 
we can straighten them out.” 

fir. HEWARD; It has been set out in our exhibits 
since November. 

Mir. Me@RUER: Well, i certainly disagreed with a 
good deal of the evidénce that Mr. Glassco gave in 
this respect, but if it is e questiom of figures 
that is a different thing. He made a most extra- 
ordinary contention as far as the {7,500,000 item was 
eoneerned. 

"Thirdly, the company wro te up its assets 

“4n 1923 by $7,500,000 on the basis of an 

appraisal that had been made in 1920, evidently 

with a view to the redistribution of stock which 
' took place in 1923," 

Here, let me repeat what I said yesterday. 

Mr. Glasseot& eontention was that this was a revalu- 
ation made at tliat time because of increment in 
values and not because of overdepreciation--not 
pecause they had depreciated too far and found that 


they were how worth more, but because there had been 
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an increment in value since they were charged into 
the books at cost price. if that is true, the 
company was doing a very improper thing, namely, 


issuing stock on the basis of book value for all time 


of building and machinery right after the war, and 


then hearing the publie to pay dividends on that stock 


tended that that is What they did, it does not make 


that hed pean pate in that way. If it is con- 
much difference to us in this inquiry, but they ought | 


10 . 
ie not come to the consumers and say, "“@ive us a sub- 


sidy to pay dividends on stock we issued when we 
found that our plant was at a high point," 
"Phe total ef the inflation that thus took 
place in the book values amounted to $15,254,571.48, 
iy leaving the cute’ cost, that is, the actual 
amount which had been paid by the company for 
these assets, $28,424,955,78." 
That $15,000,000 odd is made up of these items: 


$7,500,000; $5,565,000 in goodwill; and the 


Pm 20 | 
a ; 
2 | $2,191,000. Mz. Heward says it should be more in 


the one case and less in the other, so that he is 
saiedeniiie not far out in the net result. Now that 
| aes re $28 424,855.78 even making all allowances 
25 | for anything ure Heward has said, is substantially 
CSET OSS. " believe it is aeexunt or iir, Howson 
would not | have given it to me. But as far as this 
is coneerned, there is no use quarrel ling over a 


|) million dollars of goodwill here and there because 


a 30 | it is an item that finally irons out at $17,000,000. 
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Mr. HEWARD: It is understood that I am not 
expected to correct tir. JeRuer's figures as he goes 
along, because we challenge every figure. 
The COMMISSIONER: You can come back to these 
when dealing with your brief. 
Mr, HEWARD; Mr. MeRuer suggests that we might | 


not be far out, but I find that we are. 


Mr. MeRUER: I am trying to come down to a basis 
of pure fact and not on the basis of conjecture 
which Mr. Glassco attempted to give us in his evi- 
dence. 

"Exhibit 917, page 8, shows that the 

amount written off during the years 1915-1936 

total $19,865 ,990.66, which, taken together 

with other amounts written off from profits 
for obsolescence, ot cetera, amounts to 

$23, 506,950.95. This leaves the unabsorbed 

portion of the fixed assets as of March 3l, 

1936, on a cost basis, at $4,917,904.83--" 

Mir. HEWARD: Is there not a clerical error 
there ? You speak of the amount written off during 
the years 1915-1936; should it not be from 1905 to 
1936 ? 

Mir. Me RUER: Yes, that is right. So that when 
you expunge the inflation out of the book values 


and take the depreciation off, it leaves the value, 


according to the books, at $4,917,904.83. Now, for 


the purpese of the argument will my learned friend 


tell me what, on the basis of the same operation, he 
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unhon that figure out to be ? 
“Mr. HEWARD: I make it $6,335,057,08. 

The COMMISSIONER : Is that instead of the 
819,000,000 ? 

Mir, MeRUER; No, instwad of the $4,000,000 odd. 

Ur. HEWARD ; Without admitting the principle 7 

Mr. MeRUER: Applying the principle to the figure 
my friend makes it $3,500,000 more, and that would 
reduce the profit which we are looking for--we are 
trying to find whether it is there or not--by that 
amount . “The brief goes on: 

"But taking the insurance appraisal of 

1936 as a basis, the value of the plant to-day 

is $22,183,633. In the absence of increased 

values between the time of the capital outlays 
for plant and machinery and taking of the 
appraisal values of 1936, there appears to be 

‘ sceret reserve of prbfits amounting to 

519,265, 728017." 

{The oniy difference seems to be, according to 
my learned friend, the sum of $3,500,000, and that — 
would reduce that secret reserve ef profit to about 
$14,000,000 instead of $17,000,000. 

re HEWARD: We are not admitting theprinciple, 


Wir. MeRUER: Now the only question where there 


can be any dispute in principle is where there has 


been an increment in values between the time the 
costs were charged into the books and the time the 


insurance appraisal was made-<that is, assuming the 
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aceite | insurance appraisal was reasonably correct. ir, 
Glasseo said he thought it could be taken as reason- 
ably correct; Teak wes his evidence. He said that 
it might vary three or four millions either way. 
5 Allowing for a deduction of °3,000,000 it comes out 
to something in the neighbourhood of $12,000,000. 

7 "It is contended by |r. Glasseo, on behair 
cf the company, that there had been an appre- 
ciation in value Si beens the time of the capital 

10 outlay and the appraisal, and, in order to 
demonstrate this,--" 
The COMMISSIONER: What appraisal has that 


reference to ? 


Mr, MeRUER: That is referring to. the 1920 

a3 appraisal, My Lord. 

"In order to demonstrate this, Mr. Glasseo 
proceeded to justify the inflation in book 
value of v7, 500,000, which took place in 1923 

| following an appraisal, made in 1920, by showing 

. that the cost of erecting plant end machinery 
had inereased by approximately 100 per cent 
between 1910 and 1920 and Mr. Glasseo offered 


the opinion that there had been no over-depre- 


ciation up until 1920," 
25 


He would not offer any such Opinion after 1920; 
All he would say was, "I do not know", and he was 
ig See for the company with their resourees behina 


im. 


_ 


30 ‘ “The company, however, in its own statement 
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ee *put out to the shareholders on the Sist March, 

1935, (Exhibit 529, page 15) stated: 

‘Over a period of 15 years, the physical 
assets acquired in 1905, and worth approximately 
$11,000 ,000 at that time, had been doubled in 
ides through a steady program of yearly re- 
ainsuments and betterments, combined with the 
natural appreication in values of all kinds 
shelene 1905 and 19204" 

And we read yesterday from their minutes that 
there had been a steady program of yearly replacement: 
and betterments. 

“The effective depreciation written off 
ever the period to 1924 anounted to 99,400,156.44, 
which was more than sufficient to take eare of 
cutest wear and tear and to cover, as well, 
capital losses, amounting to $540,895.85, incurrgd 
in disposing of certain unprofitable units of 
the old Dominion Cotton Mills Company, Limited, 
where manufacturing operations were discontinued 
Over the same period, the company had followed a 
policy of keeping its physical properties in the 
best possible state of repair, and had spent 
$6,926,746,40 on repairs to buildings and 


machinery." 


That was their ovn statement, and 1 venture to 
suggest that if there were expropriation proceedings 


| in respect of any of these mills that statement would 


30 


be greatly emphasized, we would hear a different 
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séory completely if we were in an ab arbitration as 
to the value of these plants. They would not be run 
down. 
"ur. Glassco offers the opinion that there 
was no excessive deprecistion up until 1920, 
but he declines to offer any opinion as to 
whether there was an excessive depreciation 
after 1920, and although he has agcess to all 
the company's records, and was apparently making 
a special study of this matter, he did not secur 
from Dominion Textile Company Limited, any state 
ment as to the replacement costs of capital 
expenditures, having in mind the replacements 
that the company has mate from time to time 
over the period of years." 
Let ti take it another way--that is, covering 
the period from 1920 to 1936. 
| "The situation may be exenined by comparing 
2 | the value of the plant, buildings and machinery 
as of 1920 on the basis of the appraisal made at 
that time together with the capital expendi tures 
since 1920 less the depreciation charged to 
operations and other capital adjustments from 
35 1920 to 1936 with the appraisal of the company's 
physical assets made in 1936." 
They went up to a peak in 1920 when the appraisa 
was made; them we take the deolins in the value of 
physical assets from 1920 to 1956, plus the replace- 


ments that were made, the capital expenditures made, 


ae * 6 ~~, —_ > | 


Ta . 


es nottertidra d= os at etemew ii vetelque robe 
nut od ton 5luow yout sat metg eacdt To eviev odt o¢ 
ore edd moimigo ede exptto oosealp ar 
,080L {ttas qu so ite isetged ovieseoxe om exe 


of as sointgo yan aetto ot agnifoed ed tud | 


fis ot aseoas aad ed dgvoitis dae ,08@f tette = 


saLvay Yltmetagqgs sew bas ,sbroget e'ynequoo ody i oF. 
rv9ee fon bh of .rottom eld? Yo youte Leloege a | ¥ @ 
state yas ,betiail yxeqwod eLitxe? mo La imo wort 
| Lat iqae to eteos Inemeoelget edt ot ea tnom 
atnemecalg ox ett bala at aaivad ,sexsdibaegxe ri | ; 
mee et smi? ott obem end Yaeqs 9 ett tart | | zs 


"et soy to boiteg oat tevo 


< tes 


gairevoo 12i tadi-yew ted¢ons ti exist ro sou ; 
,28eL oF Os@L mort folteq ont || - 


galzagnos a bon inexe od Vat ott aunt te eit ae | E 
yteridosnt bees anathitud ,tmotq edt te outey oid BN: 
ba sian Lesistqgqs edt ba siesd edg mo OfeL to ae . 
gert it ibneqes Lediqes only it bw tedenot saris Badd . a 
ot begtsdo moitsioorsqed edt ees! oaeL sonte | 
sont aduoutest be iatiqse edt isis enotesrego | ie. i 


| 
| 
| 
nolt sLostgeb e¥iaeeox® O8 BOW erent sodtedw 7 
| 
: 
| 
a" yneqmoo eft ‘to "koa torque ett dtiw eek of ses | | 
",08@L mt ebem steuae festeyic | 
se Lonqqs of moge 0805 mi Aeoq 9 of eu tom yoeT 
; ‘Yo epley ot mt entloed ott ext ow medt 5¢ oa a r 
~soatgen oat eatq 0S8L oF OBEL arort ASE a ay, aah 1 We i 
-. iy 

ae — aan toatal  eammntntataliade ot 


De 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


spain 14491 
and the decline, if any, between the time when the 
capital expenditures were made and 19356. That is to 
| say, if. there is capital expenditure made in 1927, 
take the decline in replacement values from 1927 to 
’ 1936; because, if you bake it one way, the rise, then 
it is perfectly right to take the decline; for the 
value that is put on in 1936 is the value put on the 
physical assets after they have declined to 1956 
values. The brief gces on: 
"In the preparation of the statement appear- 
ing on page 8 (Exhibit 917) the purpose was to show 
the present book velue of the land, buildings 
and machinery on the basis of cost to the com- 
pany after eliminating all write-ups, both at 
the time of purchase of the original company 
and through revaluations on the basis of the 


1920 appraisal. From the figure so obtained, 


amounting to $28,424,855,78, was deducted the 

; depreciation and all amounts written off and 
eredited to capital accounts; these during the 
period from 1905 to 1956 amounted to 
$23,506,950.95, leaving a book value of 
$4,917,904.00. 

25 Harly in 1936 the company's physical assets 

| exclusive of the head office building were 

appraised by the appraisal department of the 


Menufacturers Mutual Fire Insurance Company at 


$21,128,836, This appraisal covered the machin-~ 


ery, eQuipment and buildings, with the exception 
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"of the uninsurable portions, and does not 
include land values.” 


Mr. HEWARD: I am not interrupting my learned 


friend in order to challenge any figure at the moment. 
In the last paragraph, however, he speaks of a book | 
value of $4,00C,000 odd. I presume he means depre- 
ciated cost, because cur book value at that time:was 
much higher as his own exhibits show, 

ir. MeRUER: The book value, after making the 

- deductions in question, is the amount stated. 

The COMMISSIONER: That is what you have been 
calling it all through. 

Mr, HEWABD: But should not thet be “depreciated 
15 cost" 7 

The COMMISSIONER: “Book value" is not the 
appropriate term. 

Mr. McRUER: Teke the book value and expunge from 
it the inflation and these write-ups, and that is the 
book value. 

The COMMISSIONER: You take the book value and 
subtract these other items and they you say, "This 
is the value". 

Mr. HEWARD: What is meant there is depreciated 
25 cost. | 
The COMMISSIONER: I understand what it means, 
though I do not think that “book value" is appropriate, 
It is the book value minus something. 


Mr. MeRUER: There is no doubt about that; it is 


the book velue less the inflation. 
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The COMMISSIONER Ave you going to say, “Book 
value less" certain items ? 
"ee teens TS ta Gok entered in the books. 


The COMMISSIONER: It is the book value minus. 


cRUGR: The value is a very much greater thing. 


py 


Mr. M 
The COMMISSIONER) It is the book value minus all 
these ‘things. 
Mr. MeRUER; It is a book value minus all these 
| things. as | 
the COMMISSIONER: and you call it a depreciated 
cost, } Mr. “Hewara ? 
Mr. "HEBWARD vag’ pk gaan yee Sons it is taking the 
book value, wiping out the so-called inflations and 
| bringing it back to the ac tual cost less depreciation. 
ur, ‘MoRUER: That is right. 
. ie, HEWARD: 5o that it is depreciz ated cost ? 
Mir. Me@RUER: That term might be used. I go on; 
“This appraisal covered the machinery, 
eee anaes and buildings, with the exception of th 
uninsurable portions and aides not include land 
values. | 
| Comparing the eraueis pook value, as arrived 
at hove" 
The COMMISSIONER: anys the depreciated cost. 
Mr. MeRUER:; Yes, ‘the doctustatas cont of 
4, 917, 904 with this tt mie would leave & surplus of 
$16,210,932, to which would have to be added the value 
of the lend and the substrue tures to arrive at the 


actual surplus of present value over book value. 
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So that doing it another way we arrive at prac- 
tically the same result. 

"The company objects to this basis of eal- 
culation and through Mr. Glassco, who appeared 
on its behalf, makes the eleim that the vaiuatio 
as placed upon the books at the time of the 
original purchase, were justified because they 
were the same values that appeared on the books 
of the original companies, and were paid for in 
stock by Dominion Textile Company, Limited, on 
this basis." 

Well, he does not exactly say that. He does not 
say that they were paid for in stock on the basis of 
jvalue shown on the books of the original companies, 

. Dominion Textile got the assets by payment in stock 
to the shareholders of the original companies. 

"It is further claimed that the subseanent 
write-up which was made in 1922 on the basis of 
the 1920 appraisal was justified because of an 
actual increase in the value of physical assets 
whichhad occurred between 1912S and 1920 of 
approximately 100 per cent. He produced tables 
to support this eclain. 

a Accepting Mr. Glassco's argument as being 
the basis for the write-up, there can be no 
objection to using the same method in dealing 
with book values that are ea the company’s books 


at March Sist, 1936. In other words, the 


appraisal taken in 1936 is on the values of 
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"plant and machinery prevailing at that date. 
Upon investigation, it is found that there 
has been an average drop in values as between 
1920 and 1936 of 40 per cent of the 1920 figures. 
This is borne out by a statement included in a 
letter received from the Textile World of New 
York City, dated December 2nd, 1956, which is 
not in evidence but is quoted as caning fram 
a reliable source." 
It is addressed to Mr. Whiteley. Of course, 
Mr. Howson gave evidence to the effect that the 
Bureau of Statistics showed that on iron, buildings, 
and so forth there was a drop of 40 per cent. If we 


come up to 100 per cent in 1920, there has been a 


15 
rise up to 100, and then there is a drop to 40, we 
are practically back to within 20 per cent of where 
we started. The 40 per cent is on the inflated 
value. That is an important part of the argument; \ 
> 29 ||We are back to where we started. This letter is 
from Williem B. Dall, managing editor of the Textilie 
World, and reads: Le 
"My. A. Se Whiteley, \ 
Royal Commission of the Textile 
Industry, — 
National Research Building, 
25 Ottawa, Ont. | 
Canada. . Seer 
Dear Sir: , ? 
Answering your inquiry of November 30, 
we offer from our information files a few 
30 figures on the subject of cotton mill 


erecting which may be useful to you. 
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"This information comes from statements made 

by manufacturers of machinery tien in their re- 
ported addresses before conventions or interviews. 

In 1917, it was stated that to construct 
and equip a cotton mill would cost $15 to $20 or ~ 
more, per spindle. 

In 1921, at the height of the post-war boom, 
it was said to cost {S80 per spindle to erect and 
equip a new cotton mili." 

Of course, the appraisal was made in our case in 
1920». 

"In 1954, it was said to cost from $45 to 
$50 per spindle to erect and equip a cotton 
mill, of which sum approximately °25 was for 
machinery, 

We hope that this information is of some 
use to you and thank you for the opportunity of 
serving you.” 

“The conclusions of this letter are also 


horne out by the price indices prepared by the 


Dominion Bureau of Statistics in respect to 
‘building and construction’ cests and the costs 
of "iron and its products’. The first item, 
appearing oi page 808 of the Bureau's Year Book, 
1936, heme that in 1920 the index cost of 

wud lding and construction was 144.0 as against 
in 1955, 81.2 and in eeunert to iron and ‘ae’ 
products, appearing on page 807 of the same 
volume, th °1920 the index figure was 168.4 and, 


in 1935, 87.2. These figures clearly indicate 


the substantial reduction in the cost and value 
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“of equipment of this kind occurring between 
1920 and 1936. 

In his evidence, iir. Glassco mentions a 
figure of $73.05 per spindle as the 1930 basis 
of cost. Similar tables to those used by lr. 
Glassco are not available for 1936, but there is 
every reason to believe that such tables would 
show the same relative drop in values as shown 


by the tables available." 
10 


The year 1930 given in that paragraph in connec- 
tion with the $73.05 should be 1920. We then proceed 
to reduc’ those values that were set up in 1920. 

"In view of the above facts, the only fair 
is i comparison with the 1956 appraisal would be to 
reduce the values set up on the books on the 
basis of the 1920 appraisal, with all additions 
since, to the values prevailing in 1956. 

In 1920, the appraised valve of the land 
20 and buildings, plant and machinery, amounted to 
$22 ,918,035.32. After eliminating the value 
of the real estate included therein of $1,583,456 
the value cf the buildings and machinery amounted 
to $21,334,577. On the basis of 40 per cent 
25 reductién, the present value of this item is 
$12,800,746." 
That is, taking 40 per cent off to bring it to 
936 value. 
"The plant of the Dominion Cotton 
Mills Company Limited was purchased 


in 1921 at a cost of 2,157,160. 
The present value would be 1,294,296 
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Mr, GORDON: The word"Mills" should not appear 
Ps the name of the eenmesy) it is the Dominion Cot ton 
Company, Limited. | 

Mr. McRUER: The statement goes on: 


"The buildings and machinery 

taken over from the Sher- 

brooke Cotton Company in 

‘1928 cost 1,936,677. 

The present value would be 1,699,152. 


There were additions to - 

building, plant and 

machinery between 1920- 

1956 amounting to 10,113,238. 

Reducing these to 

present value on the 

basis of the index cost 

prevailing on the date 

of purchase, gives 

present value of 8,799,926. 
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That is the value charged into the books for the plm 
el ther at the time of the write-up or at the time 
that capital additions were made, Then, the present 


. value of that is $24,594,120, "From this latter 
| | : | 


ti 


5 figure should be deducted depreciation e her ged oh ae 
to $17,875,243," That is the amount ¢herged to profi 


for depreci ations, “Miseelleneous sales and disposals | 


rY 


Pmounting te $769,329", Those have gone out, "Leaving 


a net present velue smounting te $5,949,598", which i 
10 getting back again not very fer away fron what I callda 
the book value on the other page, but Which we gall 
the depreciated sost of $4,917,000, and my friend 
sugges ts it should be some more there, but we get ba 
to this figure here, Comparing this with the 1926 
" appraisal leaves a difference of $15,179,238. Now, 
thet Simply means this, where you take the appraised 
velue in 1936 and say thet is worth $21,128,826. Then 
you show how it hes been treated in the books, with th 
velue that hes been eharged into the books for the 
4 fe eost of it, bring that down to present day values and 
then deduet the amount that has been oher ged to preti 
for depreeietion, end we find thet the pleantlas still 
$15,179,000 greater value which again proves that the 
x depreciation is $15,000 ,000 more thanwes actually 
necessary to keep the plats in setal efficient? 
running order] beceuse we find all the way through, 
as lam going to deal with, tha $ they have charged ver 
large sums for. repairs and betterments, 


ry 30 -»» MR. HEWARD; I.don't suppose it is necessary forme 
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>: — || t© -Pepeat that challenge the figures and the 
principle, Mr. MgRuera 
MR. MeRUER: Well, of course, 1 would expect you td, 
MR. HEWARD: The principle you might expect me to 


challenge but the figures I also challenge, and here, 


E es before, I do not admit these figures, 

MR, MegRUER: Well, we will have them, ‘The caloul- 
ations, I think, are dll correctly male and we will 
see what your figures ere 

MR. HEWARD: Might I ask just before you go on whe 

p 1 indexes you msed to get this lest figure? 

MR. Me RUER: Index figures from the <= 

MR, HEWARD: “== to the present yelue on the basis 
of the index cost"-- 

is THE COMMISSI ONE Rs I did not hear the answer, 

MR. MeRUER; From the Statistical Department of 
Trade and Comme re 

MR. HEWARD: "Reducing these to present value on 
the basis of the index cost prevailing on the date of 

> 20 purchase, gives present value of $8,799,926", 


MR. MeRUER: Yes, 

MR. HEWARD: These sre reduced on the besis of what 
index figure? 3 

MR. MeRUER: The Department of Trade and Commerce, 

25 Statistieal Department, 

MR. HEWARD: The one you refer to on the previous 
pag e? 

MR. MeRUER: Yess 

MR. HEWARD: "Building and Construction costs and 


ry * the cost of fron and its products"? 
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a. "MR. MeRUER: Yes, teceuse they are all that we have 
gotavailable. I think that the 6 ompa ny eould have 
shown ell this if it hed wanted to try. I am quite 
sure Mr, Glassco would be good enough,if we were engag 
in an arbitration over this canpany, to show what 

}prefits it hed emrneg, but we have got to use the Kent 
aveilable, pee all I am doing in this -- I cannot 
expect to be accure te in them or to be taken tw be 


/aceurate within a million dollers or two, but I em 


seying thet in acdition to the $28,000,000 they had 
0 


that I dealt with this morning, that they have ot a 

very substential reserve of profit in their buildings, 
pient and mechinery which is contributed by the con- 
sumers, Now -- 

15 "It would feirly appear to be undisclosed profits 
durin x the period fram 1920 to 1936, created by 
overdepreciation and betterment and repairs c harged 
to profits anieh.. during thet period, were as 
followsk Depreédation $17,875,243, revere and 

> 20 bet ter men ts $10,116,419, equipment charges from 

ssar/ee 1926, $2,067,600", and I have "plus whet 
cannot be traced"» 

Whet I mean by that is, we find, for instance, in the 

+8 of the Montreal Cotton Company that e Sait amount 

bf the wages for repairs, for instame -~- [ think it 

yas $250,000 in one year in revamping the plent -- 

ere charged ageinst the ordinery pa roll, 33% of which 

as charged agsinst capital a cadinht tame So there is 


- hlways the difficulty of tracing these things through, 
» 30 Si 


Probably the canpany cannot do it themselves nowe 
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" In respeet to the period prier to 1920, in 


spite of Mr. Glessco', ¢laim that the increase in 
yelues justified the write up and that there is né 
evidence of overderreciation and charges to better 
ment cresting undisclosed profits, the facts are as 
follows: 

Thet during thet period the total emomt of 
addi tions eapitalized, excluding the purchase of 
the Mount Royel Mill, which was not taken over unjil 
the year 1920, were less than $2,000,000. ani tha§, 
during the period, there was written off plant and 
mechinery: To Profit and Loss Account directly 


$3,067,065,33; to Depreciation Account $2,059,257,160; 


Tae 


To reserves taken over from old Company $565,479.46 
For R@pairs end Bettermen ts $4,290, 250,12 ites 
total of $9,980,052,92 charged to operations dur ing 
thet period in respect to plent end machinery which 
eost the canpany, even on its own figures, $12,624,3@ 
Ske 
From these figures it would appear to be obvi ouk 
thet the Company's own statement, in its booklet 
filed as Exhibit 529, can be accept ei as accura te, 
thet is thet the write up in 1920 included smounts 


cherged depreciation"-- that should be "elerged to 


applied to bettermants and repairs and cherged to 
profits creating an asset which was given effect | 
wher this revelue tion was pleased om the books, 

The totel assets created by charges to profit 


for overdeprecieation, betterments end repairs appprs 
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"to have been $15,179,228. This calculation, of 
course, is predicated on the accuracy of the a pprajs- 
al of 1936, Neither Mr. Gordon nor Mr. Glassco 
would state that this eppraisel did not indica te a 
fair value of the Company's assets. Mr. Glessco 
stated ‘It should be reasonably close, but it isa 
insurance appraisal’. 

When asked to state whether he would c ontend, 
if engaged on an arbitration on behalf of the 
Company, that it understated the value of the Com 
essets, he declined to say that he would, Mr. Gl assjco 
stated as follows: 

'BY MR. McRUER: Q@, Coming beck to the de@reciat 
velue of the property, Mr. Howson arrives at the 
figure of $4,917,904? A. Yes, 

Q. If the value today is $22,000,000, then the 
difference is absorbed either by increment value 
or by wri ting -- 

A, By overdepreciat ions 

Q@. By overdepr ciation, or by sherging better- 
meats and repairs, 

4, Equivalent to overdepreciation. 

Q@. But if replecement costs have dropped since 
1920, and if this increment hes, as you apparentl 
put it, occurred since 1920, then there has been 
large overdepr eci ation? 

Ae There has been overdepreciation besed on the 
extent to which rai ies ment costs have dropped an 
depending upon at what stage of the price cyle 
the canpeny maie their additions of $16, 000 , 000 


between 1920 and 1936,°" 
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Well, Mr. Glesseo's figure of $16,000,000 I think is 
out a bit there, We show actually what they did make 
be tween 1920 and 1956. 
| THE COMMISSIONER: I notice you yourself in these 
5 || qmestions refer to this figure of $4,917,000 as the. 
deprecieted velue? 

MR. McRUER: Yes. So that Mr. Glessco certainly 
admits the principle enti rely on which I heve worked 
out the problem since 1920, that is, if you start off 

19 || With the values in 1920, deduct from them the decline 
in value since that appre isal was mele, since these 
figures were charged into the books, then take the 
depresietion and any decline in values since the 
capital expenditures have been made, since 1920, and 

15 || g@eduet the difference from the value to-day, and 
the t will show the emount by which the plant has been 
overdepreciated because if it is there to-dey it is 
there. If the plent is wortttt $21,000,000 to-day it is 
worth $21,000,000, worth $21,000,000 ‘on to-dey's bee ise 

20 || Now, it is all vez very difficult when you come to 
the exact amount, It would be extremely ai fficul t, 
and we could argue it at legth one Way or another 
but testing it by what test we like we still find it 


comes out that the ¢ ompa ny hes, to begin with, between 


- $15,000,000 and $17,000,000 that it has of profit -- 
I will put it this way, $15,000,000 to $17,009000 
profit over and above the Srorl t show in the books, 

Now, the ques tion is where did the profit come 
ay || trom? Did it come from writing off to depreciation 


greater sums than were necessary for the depreciation, 
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er aia it come from an increment in velues? We have 
disposed of the increment in values pretty well by 
the decline that has teken plece, but whichever way 


we have it they heave it anyways fhe y have hed, 


carrying on business in Caneda, in addition to the 
a@ividends they have paid, in sidition to the gsurp luset 
they built up which are shown on the ir books, they 
have in this increment in plemt velues, by whe tever 
way it is obtained, $15,000,000 to $17,000,000 which 
» 10 mey be added to the $24,000,000 I dealt with this 
morning, and 1 sey ifa company does business in 
Canada -= 
MR. HEWARD: Exouse me, Mr, Memuer; your $24,000, 
includes $10,000,000, or $9,800,000, 
15 MR. GLASSCO; You stert with the book value of 
the assets at $18,000,000. 
MR, MeRUER; Yes, thet is quite right; in arriving 
at the surplus thet is teken into consideration, no 
| doubt, but if a compeny cerries on business in 
» 20 Cenele for XH years and coniitions in Ceneda are such 
thet it prospers and its plants become more valuable, 
and thet it has this record, surely it ill becomes 
the eompany to come back to the consumers of Cansda 


and say “go on subsidizing us to pay us a rewrm on 


i this eapitel investment that we have". That is the 
important part of it. The important part isn't 
whether it is exes tly $17,000,000 or $14,000,000 or 
$13,000,000 or what itis, It is important to the 

a extent to wnich it has been made eut of profits, but 


the importent part is that they have $17,000,000 in 
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a addition -- well, $7,000,000 of which would be in 


addition to whet is shom in the figures I gave this 
morning. Mr, Glessco is quite right in cor rec ting me 
$10,000,000 of it was shown on the books, 
THE COMMISSIONER: You were using the $10,000,000 
twic es | 
MR. MeRJER: Yes, he was quite right. 
i: It is 4ifficalt without carefully kept record 
on behalf of the Compmy, to detemine to what 
> a extent the depreciation written off hes been more 
| than adequate, The Company itself has steted tha 
it is," 
THE COMMISSIONER: Where ere you reading from now? 
MR. MeHJER: The foot of page 179, my lords 
15 "In addition to this, the Company has cherged o1 
of profits, the betterments end repairs as alread 
mentioned, To what extent these have really been 
capitel expenditures it is impossible to determin 
because Of the way in which the records of the 
> 20 Compeny have been kept. 
it is, however, clear that, in addition to the 
profits showm on we books of the Company, there 
is a Large sum, which mey be celled a secret 
reserve of profit, represented in plant end mah- 
aa inery. The extent of this sum, under the present 
accounting methods of the Company cm, at least, 
be approximetely determined as indicated herein". 
And thet is whatI have been @nieavouring to determine, 
"Exhi bit 1233, a statenent filed by Mr. Glessco on 


.. | 320 d 
behalf of the Dominion Textile Company Limited, is 
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"sonclusive proof of the advantage that this 
Company hes hei during the pest thirty years," 
MR. HEWARD: Is thet le52?. 
THE COMMISSIONER: 1235.4 
: MR. HEWARD: I think it should be 1232. Thatis th 


one which gives -- 
MR. McRUER: 94124? 
MR. HEWARD: Yes, that is right, 1832, 
MR. McRUER: Thank yous 
Be ; "“Aceepting every allowance that is asked for on 
behalf of the Compeny, the average annual eaming 
of the invested cepitel, howeva produced"-- that 
is whether it is out of profits eamed on the consume 
dollar or out of return on inves ted capital << 
15 "--howver produced, has amounted to 9.12%. 
However, a large part of the invested espital is 
not capital invested by investors but capital 
that hes been invested by consumers, Of the 
$17,983,218.22 show on page 5 cf ExuL bit 1232, 
) 20 | $1,940,600,00"—— now, I em dealing with Mr, Gless¢o's 
figures --"$1,940,600.00 was invested by-the pref erre 
stockholders, $500,000,00 by the original subscripere 
to the syndicate, $5,875,000,00 by subsequent sub 


scribers for common stock and $9,667,618.22 is 


profits carned from what hes been referred to as 
private power of taxation vested in the Comeny." 
Now, i am d¢al ing with the figures thet Mr. Glessco 
gives us, We have, in addition wt that, whet we km 
from, this morning that on the common stock, on the 


original investment, it paid 98.4% dividend, and it wee 
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after the payment of these dividends thet this 


| surplus sapitel wes created, 
"In addition to this, Mr, Gleasseo, in his sta te- 


ment, has cleimed & loss for 19335 of $614, 685,56 


when, in fact, thet was incurred by a transfer 
from surplus of $1,.000,000200 to investment ac coun 
to cover losses thet hed been mede on investmen ts 
py the Company? 

Now, 1 eannot see by any stretch of the im gina tio 
how tir. Glassco oan contend thet if you get profits 
in a textile company that you esn, in 4 teriff inquiry, 
sey “oh, but we made a less of six hundred and some od 
thousend dollers in investments in something else, 
thet our investmen ts in something else ine ur redea Loss 
to us". We cennot certainly be asking the consumers 
to provide a subsidy for the canpeny's speqi lations 
in other eompenies,~end I do not mean specul stions in 
es reckless mmner =~ their investments in other ¢ camper 
T will put it that way. I should not say specul ations 
I think Mr. Gordon thought that was offensive and it 
probally is. 

THE COMMISSIONER: You gall it investments heres 
MR. MeRJER: I call it investments, 1 think that 


a better terme — 


” "It com herdly be gontended that this is a loss 
attributeble 40 the cotton business in Cenadae 
Further, Mr. Glessco hes made no allowmce for t 
georet inventory reserves or for the other secre 

30 reserves erising by reason of charging to op eratipns 


emounts in excess of proper depreciation and a mapts 
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"for betterments end repairs which should have 
been capitalized," 
THE COM{ISSIONER: Those are two different things 
you are referring to theres 
MR. MeRJER: Yes, my lord. The letter is one I 
have been desling with extensively, the $17,000,000 or 
$14,000,000, or whatever it my bee 
Now, I have meie snother test to show how this 
compsny hes been treated by the consumers, and thet is 
io this: I say assuming that they hed paid 0% per amum 
on the $500,000 thet wes invested in the common stock, 
I start off in 1905 end sey “now, you pay all your 
bond interest, pay every body every cant you contracted 
to pay, pey your dividends on your preferred stock to 
15 every last cent that you agreed to pay, and then pay 
these investors in the comon stock 20% per annum”, 
Now, I will be criticized that I am unduly gmerous, 
and I hope that nobody is, for a moment, going to take 
it that I said in this inquiry thet 20% per ennum was 
20 a profit thet investors ought to be entitled to expect 
in investing ina teriff protected iniustry, but it is 
an average of 20% per annum for 30 years that I am 
ellowing then. Now, let us see what position that 


compeny would be in if they hed used the subsidy civen 


to them by the consumers in that way. 
" The evidence shows that had this Company not 
paid out such large sums in dividends on the 
common stock, the Company would have hal sbundant 
a funds to finance all the operetions of the Company 


and put the Company in a position today of having 
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d “been so thoroughly well esteblished by profits 
contributed by consumers of Camda that it would 
have een able to compete with very little or no 
protection, 

it eannot be contended that if an Sheds Gidha + 

bears interest at an average rate of 20% per 
annua continuously for thirty years thetswha 
return is inadequate to one who invests in an 
industry receiving special privileges from the 
6 - Government of Canadas 
‘The following teble showg the position that 
Dominion Textile Canpany Limited would have been 
in had the Company paid all the bond interest 
according to its obligation, the pref erred stock 
15 dividends as required and a scomon stock dividen 
over a period of 30 years on the amount original 
invested in the common stokat the rate of 
20% per ennum," 

THE COMMISSIONER: Theat amount renmeined intest in 
1922, did it not? 

MR. MgRIER: Well, the capital of the compeny was 
wrote up in 1922 as that, and I show in this statenen 
the y would never have needed to go on the market. 
They would have hed so much money in their till 
that they would not want any more money from investor 
at that time, Now,"net current assets as per books 
after deducting trade and operating liabilities" of 

the conpany show $6,172,786.46, “Inventory not 
> | “a shown", thet is the secret reserve, we cell it, 


$1 560,096.00, making total current assets of 
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$7 ,553,882.46,. “Investments in subsidiseries, 


$7 681,263.84"; now, those sre just as show in the 


bookse "Funds which would be aveilsle had dividends 
; been paid on the common stock on the basis of 20% on 
original investment", adding simple interest at 3%; 


on 


that should be in there, “adding simple interest at 
3h." I heve no doubt thst worried Mr. Glessco as to 
how we arrived at thats Adding simple interest 


‘at 3%; that.is, if they paid out $100,000 in 1908 


10 instead of $250,000, 20% on $500,000 would be 
$100,000. They paid $250,000, That would have left 
| $150,000 and I heve allowed them interest at 3%, 
Now, they would heve escumulated a fund of $21, 516,65 275 
up to the present time. "The deprecisted value of 
13 Buildings, Plent and Mechinery as shom by the 19% 
appreisal, in luding estimte for Head Office building, 
led and substructures $22,183,635,007 Now, if my 
friend contends that that appraisal is two or three 
or four million doliers out I will allow it to hin, 
| / rh but it leaves it that their assets at the present 
time would emount to $%,915,454.05. Now, “Less 
cesh received by Canpany on account of subscriptions"; 
I teke out the cash that was subscribed by subscribers 


becmuse I say you would never have needed to go on 


the market to sell stock, 
THE COMMISSIONER: That is subscribed after 19227 
MR. McRUER: After 1922, yes, my lord, $5,875,000 
which would have left it that to-dey the whole value 
, , An of their asset would be $55,040,434.05, Now then, 


they heve certesin liabilities and will pey them off, 
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| of paying 98% dividends on the originel investment 


We will pay everybody off. We will say “here you 


are, here is your money, money we have saved; instead 


we have paid 20% and we are going to pa off our 
liabilities". We pay the bonds outstanding of 
¢4,457,000; we pay the preferred stock outs mnd ing, 
we give thes all their money, $1,940,600. Mr. Gorda 
says we should redeem if at 110 instead of 10, ile 
will give them 110, 
THE COMMISSIONER: I think you are heving the 
delight now of winding up the Dominion Textile Comp 
MR. MeRUER; ‘That is it. . I em just showing what 
bad financiers they are. Then we psy beck those 
unfortunste members of the symiicate, pay them their 
$500,000 they invested, and then we have left. 
$46 ,142 ,834.05, That is what the consimers ~- they 
he ve paid this money, put it is what would heve been 
done with it. We do not need to bother how it is 
distributed. This sets up how it is distributed on 
the other side, but there is a plem whieh is worth 
$22,000,000 now. There is. the fund that would have 
been created had they paid 20% instead of 98% on this 
original investmnt , and the net result is thet -- 
"on the above basis the congimers of Cmmeda have 
hyete in profits sufficient to pay bek to all 
“investors =~ ives bondholders, preferred and 
@ommon sto¢k holders the whole of their invest 
ment = pay all the interest on the bonds, the 
dividends on the preferred stock and dividends 


on the common stock at the rate of 20% per am 
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"on the money ec twa lly invested, to psy for the 

‘entire buildings, plent and mechinery, and to 

give the compeny e fund availeble for outside 

investment cagenting +0 $24,000,000, 012, ine 

peried of thirty years," 

THE COMMISSIONER: Your let figure is wrong, you 
have $24,000 , 0004 


MR. McRUER: No, it would be $24,000,000 because 


the value of rour plant to-day is $22,183,000 ec cord 
, 10 to the insurance appreisal, The fund that you have 
got is $46,000,000 and we show now that you have got 
$24,000 , 000 that you can “0 and invest in governmat 
bonds and pa interest on 1%, Now, the company 
in that way would not be able to come to the Governme: 
= and say "now, leok herg, the only tenia on which we Ga 
do business is the basis of the 19306 terift, and that 
this is terrible". | Wen, you heve ant e tariff some- 
veiw in the neighbourhood of 60% on rayon. They 
could not sey "if you adjust the Jepanese treaty it ig 
J von going to ceeX se off our feet completely", Iam 
pressing the consamer's case, Now, there is what the 
consumer has paid. Phare is what they would have hed 
financed on that basis, and I dm'‘t think there ean 
be any quarrel whatever with a: ie erste The only 
m possible quar rel that my friend @esn put up is that 
this eppreisel Over-appraised the plent, If it has 
by $4,000,000,1 will sey then he has $20,000,000 to 
invest in outside investments instead of $24,000,000. 
MR. HEWARD: I have some other issues I cen telk 
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THE COMMISSIONER: Well, we will adjourn fora 
few minutes, | 

-- The Commission adjourned for a short recess. 
-- On resumings 

WR. McRUER: Now, I desire just before leaving 
the Dominion Textile Company for some time, and I hev 
spent so long on them that they will say, or may be 
able to sey with some justification they have bean 
attacked, but it is a large company end comprises 
en aielgemation of 17 of the other companies and 
I certainly do not want them to think that as far as 
il am concerned beceuse I heve spent some time on them 
that I heve eny special brief egainst them, or any- 
thing of thet sort. I haven't. Just in respect to— 

THE COMMISSIONER: You heve only been dissenbling 
your loves. 

MR. HEWARD: Conferring on us $24,000,000 extra 
profits, 

MR. MeRUER: I heve been promiseuous in my 
attentions, Just apropes of what I just said when 
the Comission adjourned for the intermission 1 wish 

to refer to page 20 of my friend, Mr. Heward's, brief 
at the foot of the page. 

"It is submit ted therefore that this statement 
eutedlishes eonvincingly that the ratio of the 
eamings of Dominion Textile Company, Limited, to 
the value of the investment of thet Compmy has 
been throwuhout the period s inee 1920 end is now 
so lowas to be entirely inadequate, having in vi 


the risks inherent in manufacturing industries and 
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*yverbicularly in the textile industry where the 
principal raw met erial (raw cotton) is subject 
to such wide fluctuations in merket price. As a 


gaide in regard to the sufficiency or insuf fic ien 


of tariff protection, these earnings indicate thay 
the existing protection afforded the textile 


industry is not sufficient to ensure a fair yieldj" 


(pege 14525 fo llows) 
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So there we aTC» I dontt know what in the 
world we could have done for this Company in the past 
It is really too bad if it finds itself in this 
position now that they have to really close our 


reference to it with the lementation that it has not 


had enough in the past and that the Tariff protection 
is not weretitelt how and that the consumers ought 
pee be further taxed in view of the statement that 
) ‘ | I have just referred tos It has made its position 
yery clears The records of what the consumers 
have done for it are clear and they put forward what 
I tiink is a fallacious doctrine - that notwithstand- 
15 ing what you have done for us in the past, no matter 
how big and strong the child is, the bigger end 
stronger you make it the bigger the bottle you have 
got to give it, to put it in a sort of wagy because 
it takes more to give it a return on the money that 
» n the couswuers have already provided for, 
Now, so much for the Dominion Textile Company 
and in the absence of my further remarks I have 
to make about my friends Brief I shall reserve until 
25 || after he has presented his argument, 

Now, Canadian Cottons Limited is the next largest 
cotton company doing business in the Dominion of 
Canada see has something of the same sort of history 
as the Dominion Textile Companys It was preceded 


by a company known as Cemadian Coloured Cotton Millis, 
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Limi teds 
MRe BRUNEAU: There is apparently a little con- 
fusion there. Tt has been assumed apparently | 
that there was a new company in 1910 and there was 
a predecessor but there was only one companys I thin 
you will find there was a change of name in 1910 and 
an inerease in capital, but that is alle It is the | 
same company all throughs 
| A MR. McRUER: there was a new Company incorporated. 
) UR. BRUNEAU: In 1892 the Company was incorporated 
under the name of Canadian Coloured Cotton Millis, 
Limited. In 1910 it shortened its name to Canadian 
Cottons, Limited, and increased its capitals 
? MRe McRUER: That was a new charter --- 
MR. BHUNEAU: Inerease of capital with a change 
in names 
MR. McRUER: It was a new charters | 
) 20 MR. BRUNEAU: It was Supplementary Letters Patent, 
MR. MeRUER: Are you sure it was not a new charter 
MR. BRUNEAU: Supplementary Letters Patent chang- 
ing the name and increasing the capital, The 
same eenice ate sane <--< 
. THE COMMISSIONER: You are sure of that? 
MRe BRUNEAU: Yese 
THE COMMISSIONER: If it was Supplementary Letters) - 
Patent, £¢ coat be the same companys 


MR. MeRUER: I was under the impression from 


what we read fran the Minute Book it was a new 
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incorporation to take over the old companys © 
wR. BRUNEAU: I have the Minute Book at the hotel. 
I will bring it tomorrow, 


WR. MeRUER: Bring it down so that we can make 


5 
sure what the Minute book says, to have our records 
corrects, eThe Canadian Cottons Limited, was preceded | 
by a company know as Canadian Coloured Cotton Mills, 
Limited, a company incorporated in 1892," That is 
) , 10 strietly correct, that the Company was incorporated | 


in 1892? 
ual Beundit: That fs right. 
MR. McRUER: ‘The Company was a merger of seven 
15 companies known as the Stormont Cotton Company 
Limited, 5%, Croix Cotton Manufacturing Company 
Limited, Canadian Cotton Manufacturing Company 
Limited, Ontario Cotton MillsCompany Limited, 
American Cotton Mills Limited, Lybster Cotton 
J ot Manufacturing Company Limited, and Dundas Cotton 
Company Limited. The assets of tiese companies 
were acquired by the issue of bonds seaaitbate: 
to $2,000,000. seers" 
25 Now, if there is dnything that my friend can assist 
me in respect to thé original incorporation of this, 
so that I might know how much of it was what I 
might call bonus stock and how muéh was not,» I dont 
know--= 


MR », BRUNEAU: Perhaps it would assist me if you 
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would let me know what you mean by “bonus stock". 
MRe MoRUER: I mean stock issued as a bonus. 
MR. B RUNEAU: I mean, for nothing or for consider 
ation, - water? 


THE COMMISSIONER: Bonds-~~ 


MR. MeRUER: In the amalgamation of these synpence? 
the same syndicate that brought them together got this! 
eoumon stock as a bonus and the company paid for the 
. 10 stock of the amalgamated companies. We were not able 
) to fina thet out éntirelys I @ertainly have got 
it traced dow that they got some of it in that ways 
| * ‘The assets of these companies were acquired 
by the issue of bonds mounting to $2,000,000 
and common stock amounting to $2,600,000«" 


And I say to my friend frankly that 1 suspect from 


the records that the bond paid the shareholders 
of the former company and thet the promoters got the 
20 $2,600,000 in common stocks I. don't know. 
MR. BRUNEAU: I don't knew that there is anything 
in it. 
MR. MeRUER: There is something in it because we 


traced geome of ite 


25 
"The Bonds of the Canada Cotton Manufacturing Co, 
Limited, amounting to. $500,000 were assume ds 
A complete history of the development of the 
above companies is not available, mor are details 
30 


of the arrangements made for the acquisition 


of the companies by Canadian Goloured Cotton 
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Compeny Limited, It appears that the commen stock 
amounting to $2,600,000 was issued to A.F. Gault 
and David Morrice in part payment of the propertic 
mentioned and the $2,000,000 of bonds were also 
issued to the same gentleman, tn addition to 


this, a group of five men subscribed $20,000 each, | 


making a total of $190000 for comuon stock," 
Now, it sounds awfully like the pettern of the srrange- 


ment that went through for Dominion Textiles later 


10 


"It was provided that where the current assets 
of the merging companies did not reach the value 
te that had been put on them in the agteements, 
the promoters were tc retum to Canadian Coloured 
Cottons Limited, the differenee in bonds," 
And that is what makes me think that the bonds paid 
for the current assets of the Company, because if 
.) 20 they did not reach that vigour--- 
"$240,000 worth of bonds were returned to the 
Company pursuant to this agreement." 
So that they got some backs No common stocks 
"We are unable frem the records to as certain 
how much of the common stock that was issued 
really went to the promoters and how much, 
if any, was required to take up the shares of the 
merging companies, Mr.. Dawson stated in 
» st evidence that he had no knowledge in retard to 


whom the Canadian Coloured Cottons dealt with 
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at the time of the nierger, 
Mr. Howsen, from a study of the Minute 
Book of the Canada Cotton Manufacturing Company 
Limited, has given evidence that there appears 
to have been bonus stock issued in respect to the 


acquisition of this Company of $250,000e" 


MRe BRUNEAU; I think that is just the place 
where perhaps I can help a little and accept the 
kind invétation of my friendy Mr. MeRuer made a 
calculation that the shareholders Canada Cotton had 


Get 
3 


reeesived & 


00,000, and that this Company had been 
set up at a value of $1,000,000 --- 

THE COMMISSIONER; Where is the $800,000 referred 
to? 

MR, BRUNZAU: That is the way he makes up this 
company's stock of $250,000. He says you set this 
Company up on your book at $1,050,000, and share- 
holders of Canada Cottons only got $800,000. 

So he says the rest must have been bonuss Now, 
the Minute book is open whieh Mr. Howson looked at, 
is open before me and I see all that the shareholders 
got in cash was $565,000, and not $800,000, so 
that it would look at first sight even worse, but I 
suppose that Mr. Howson has taken properly into 
eonsidération the fact that we assumed bonds to the 
value of $300,000, 

MR. McRUER: That would be right. That brings 


it ups 


Teg t08m ext, no enti oda rs 
evsaiiat ast, te xbiebe: o moxt 4MOmWOH I. ” | 

| Yaqmod galiWostuugh aodted sbeasd ent alps 
, one Cen eieit tact eoueblys nevig sed mbotintl. : | 
| 


| off of toogeet ni bevesi aoote aunod aged evad of — 
"9009 ,OG2h 20 Yoeqaeo witds to aoltialupes | 

oonig oct dem at todd aiaidd L GUARMUER AM a 

i hws eid tgoocs due efivil «a qied nso i agate ezede | - rn | 
. on a eben weslost ts “sbaotxt ye to nokteséval Anta | or | 
r | Sed. nott 00 BHALsD wreb Lorteseda ed¢ tad aoltelyeLlas. | af ‘ 
Pe; sid bent yasqmod eldt fede Sas 4006, 0083 beviovet | 
| na 000 ,0004£8 to eviay 8 te qu tea 

| wer seter 060,000 sas al owns | ADAG TSHLMOD SER ant Ht 


i 


® aa 


— Saal a 


eist a Gejsni ed yew eff af dad! :UASMeRE fa | 
| ind tee woy aye cH 9000 08h To doors a tymequon 
~orene Bt6 .000,060,1¢ t6 wood awoy ao qu yaogmod 
+000 ,008§ toy ylne anodted wbenno to exebfot | os 


wou wetted ‘dood owt Gamm ta07 onif ayae od 08 
| ete Bexool adewor vam to Rar nego si dood otvaiw ets Po 


«| Srehiodersde odd tedt Efe 998 I See oa etéted nego at i + 


08 ,000,008$ fon Bus ,000, 888) cowed at tog 
‘I tud ,eewor aeve tighe farit #2 tool luewons todd 
otal yfreqety meted ead ‘hoewolt “snd et aoyewe 
e 2 edd ot abuod Sommers ew ssid ‘dont off moi tereblanc | 
| * Ge han te 5 md ae > er OBES : 0 « ”? 


a — +> ha 
Sake S i ‘ \ ae pe ee Prk +" Bi re bad 
T , . r ” hard > a 
= a ie?) y +o oe as > 
ie 7 te a’ “ ¥ Te ,i@ 


? 
tow BE: ~~ Seine toy: Bf 

: nd thie. Sue ov 
a ae ; A tic. Pee , os “# “3 . 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO - CANADA 1 4531 


NR. BRUNEAU: That brings it up to $865,000. 
But if he had gone a little further to the next 
paragraph. That is unfortunately where the figures 
ceased and I suppose Mr. Howson just looked at the 
figures, but the next paragraph says that the purchas 
further agree to pay and discharge as the same become 
due all debts, promissory notes, bills of > ates TG 
weeneanhd save vendcrs harmless therefrom and from all 
) | 10 liabilities, endorsements and otherwise discount ed 
by the vendors with any banks While I have no record 


of what is and I can have only four months of balance 


sheet, I see that those liabilities appear ai 


$476,000. 
15 
MR. MeR ERs Yes, but there would be current asset 
against ite 
MR. BRUNEAU: That is what they are acquiringe 
MR. MeRUER:; They acquire current assets and 
‘ 20 || liabilities. 
MRe BRUNEAU: If Mr. Howson figures our asswuuptio 
of the bonds as the consideration we gave him, 
the assumption of the liabilities is exactly on the 
same footings 
25 
MR. MeRUER: Not where you take over current assets. 
MR. BRUNEAU}; Wheat this Caspany psid was $565,000 
and they took over $300,000 of bonds and made them- 
selves liable and they assumed and paid $475,000 
30 


of liabilities, Now, that is --- 


MR. MeRUER: No, but they got current assets for 
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that. 
MR. BRUNEAU: I just draw that to the attention 
of the Ceamiazioner, 
THE COMMISSIONER; What are the current assets you | 
refer to? , 
MR. McRUER: gt ach stock in trade and | 


bills reeeivable and all that sort of things 
Te} 


MRe BRUNEAU: Of course, put there is total consid 


you can leek into this and if you find by the books 
that there is anything that you can establish to 
be different from this statement that Mr. MeRuer 
establishes you can come to it later Oe 

MR. McRUER: I do not dwell on it «=~ 

THE ¢ COMMISSIONER: I em sure if you discuss this 
wi th Mr. MeRuer, --- 

&R. BRUNEAU: I am sure if he reflects on it he 
will see--- 

MRe MeRUER: I will be glad to go over the Minute 
Book °5 wear tT would have liked to have got the Minute 
Book of the other companies, I would have liked to 
have got the records of the Syndicate. It did seem 
to me that the Company ought to have had records 
that would have told us whether the common stock 
was insuod to the Syndicate as a bonus or whether it 


sation of $1,350,000. 
{HE COMMISSIONER: I will tell you, Mr. Bruneau, 
was issued to take up assets, how it was done» But 
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I will be very glad to look over the Minute Book, again | 
because I don't say any more about it than what I 
have said here and I state it is nbt clear and J would 


not ask the Commissim to make a finding that it was 


ponus stock issued because we have not the evidence, f 
"If ponus stock was issued in respect to this 
Gompany, it is not improbable that bonus stock | 
was issued in the: acquisition of the other 

ie companless in eousiderang the dividend record 

J of the Canadian Coloured Cotton Milis Limited, 

it is extremely important to know for what the 


gommon stock was issued, but whether oF not 


anyone in the employ of the present company 


is has this knowledge we have not been able to 
obtain it for the benefit of the Commissions" 
Now, the dividends paid on the common stock were, 
as wé will see - 
20 "1892 4éh 
"1693 3% 
"1898 2% 
" 1899 49, 
"1900 4% 
a "1901 4% 
"1902 4% 
"1905 4% 
"1905 2% " 
| 30 Now, your lordship will see the importance of whether 


those were dividends paid on money that was actually 


a etead hy fault and Morrice and their associates 
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invested by Gault and Morrice and their associates 
or whether dividends paid just on this common stock 
that had been created in the amalgamation, 

THE COMMISSIONER: You stopped your quotation 
at 1905. 


MR. MecRUER: I am turning over the page. 


"1906 3% 

"1.907 4% 
"1908 4h 
"1.909 Ag, 
"1910 1g" 


"The surplus, by 1910, amounted to $1,675,587 5656" 
Now, that is just at that period when we recollect 
the tariff protection they had, 
"Canadian Cottons Limited, was incorporated in 
1910 with a capitalization of $6,000,000 consisti 
of <---" 
My friend says that was done by Supplementary Letters 
Patent, inereasing the capitalizations 
THE COMMISSIONER: The capital then was increase 
to $8,000,000+ 
MR. MeRUER: Yes, my lorde 
Neaseconsisting of 6% non-cumulative preferred 
stock, $4,500,000, common stock $3, 500,000s 
preferred stock issued amounted to 95,575,000 
and common stock to $2,715,500, At this time 
the Company acquired the Gibson Cotton Mill 


} 
Company Limited and the Mount Royal Spinning 
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) | Company Bimited, which was subsequntly leased 
te madtuton Textile Company Limited and sold to 
it in 1920—" 


We have the same process going on here as we had with 


: the Dominion Textile Company and that is the bringing 
together of these companies that had otherwise been 
under independent management and had been competing i 
with one sanieie into one companys That would 
nS in the process eliminate canupetition between them, 
, "The merger of these companies was put 
through by the issue to the shareholders 
of Canadian Coloured Cotton Mills Limited, 
of $2,025,000 of preferred stock in return for 
15 


the common stock held by them of Canadian Coloured 
Millis Limited, amounting to $2,700,000." 
THE COMMISSIONER: I ia eng pe are getting 

| pias Heh theres ‘if ep was @ merger, what was 


) 20 | it merged into? 

MR, BRUNEAU: Oné set of shareholders gave up 

sone of their shares to Syndicate who redistributed 

it among the ie nahe tere of the Vompanys 

MR. McRUER: Just look up the evidences 

. THE COMMISSIONER: When Mr. McRuer says “The merge 

of Rin companies was put throughses.es" You just me ~ 
MR. BRUNBAU?; They took over two companies, my lorp . 
THE COMMISSIONER: Along comes the Gibson Cotton 

) 30 | MZ11 aetaatel and the Mount Royal Spinning Companys 


Were these two companies mer ged? 
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MRe BRUNEAU: They were bought out. They bought 
out the Gibson Company for $800,000 and the Mount 
Royal they paid the sum of $2,557,000, I ‘think. 
Partly --- | 


THE C GMISSICNER: And these two companies 


Let ph ne a ren eT A pei ar 


disappear then? 
WMRe BRUNEAUs Yess 

_ MR. MeRUSR: . Well, 16 goes further than thate 
At this time there was preferred stock issued to the 
holders of common stock of Canadian Cottonse The 
sharcholders of Canadien Coloured Cotton Millis, 

| Limited, received preferred stocks 
aE COMMISSIONER::, Im return for the coniion stock 
of the Camdian Coloured Cottong Mills» 

MR. McRUBR: Yes, and $1,000,000 of preferred stock 
was underwritten by a syndicate for $1,900,000 and 
$2,000,000 of common stock was issued as a bonus 

: for the sale of the preferred stock; for the acquisitign 
ef the Mount Royal Spinning Company Limited, there 

| was issued $1,100,000 in bonds, $550,000 preferred 
stock and $715,500 common stock; and for the acquisiti 
of the Gibson Milly $700,000 in bonds was issued, 
meakigg a total capitalization, when the merger was 

| complete, of $3,650,000 in bonds, $5,575,000 preferred 

| stock and $2,715,500 common stocks $1,4850,000 

| ef the bonds outstanding were bonds that hed been 
assumed “and which had been outstanding against the 


| assets of the Canadien Coloured Cotton Mills, Limited, 
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Now, is not that a correct resume? 
MR. BRUNEAU: Yes, the only thing depends what you 
mean by $2,000,000 of common stocks All the detail 


are guite rignote Depends e-- 


MR. McRUER: Well, it was not sold, 
MR. BRUNEAU: I would say it was not bonus stock, | 
in the sense of what some of the public understands | 
by it - that is, watered stock, It was fully paid 
‘ Af stocks 
MR. McRUER: It was issued as fully paid stock. 
MR. BRUNBAU: It was fully paié stock, ‘It was 
given up by one group of shareholders to be redis- 
15 tributed to shareholders as a wholes 
MR. MeRUER: But no new cash brought in, 
MR. BRUNEAU; The Company did not issue $2,000,000 
of new shares and hand them out to the people who 
were subseribing a milliams That was $2,000,000 
> 20 || fully paid up capital stock which was given up by the 
old shareholders entitled to it to those among 
themselves who subscribed this new million dollars, 
MR. McRUER: All the Company got was $1,000,000 


25 for preferred stock and the issue of common stock 


was as a bonus on the preferred stocks 


MR. BRUNEAU: But not from the Company, fram the 
holders of these shareSs You will see that if you 
will just look at the Company's set-up as you have 


given it - $2,700,000 and surplus $1,673,000, 


that makes $4,375,000¢ 
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MR. McRUER: Yes, quite. 


MR. BRUNEAU: Now, the Company gets in real assets 


%1,000,000, real money. 
5 THE COMMISSIONER: That is fram the Syndicate, 
you mean? 
MR. BRUNEAU: Yes, from the Syndicate, but it 
included really all the shareholders who cared to 
| come ine Gets $1,000,000 in cash ani gets $1,265,000 
. ee in perfectly good assets from the Mount Royal Spinning 
Company, which are so good that they are sold at a 
profit laters 
MR. McRUER: No, no, it was really a stock 
15 bonass 
THE COMMISSIONER: If you are right, there is a 
mis-statement here in Mr. MeRuer's Brief because he 
says very plainly all preferred stock was under- 
written by a syndicate for $1,000,000. 
) } oe 
MR. McRUER: That is right. 


THE COMMISSIONER: And $2,000,000 of © mmon stock 


7 was issued as a bonus for the sale of the preferred 
stocks 
25 MR. BRUNEAU: Now, it depemis on how you under- 
stand its | 


Tit COMMISSIONER: Is that right as it is put ther 
MR. BRUNEAU: That stock was not stock which 
was worthless or watered, it was fully paid-up stock. 


MR. MeRUER: ‘Yes, put as against it you say ther 
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was assetS. It was in the nature of a stock bonus. 
MR. BRUNEAU: You started out with $4,373,000 

in your Balance Sheets. You add $1,000,000 of money 

and you add $1,265,000 of real assets taken for shares 

so that at the end of the operation you had $6,638,000 

Now, that would be if we issued watered or bonus 

stock to any extent, when our balance sheet at the 

end should show that much larger, but what does it 

show? It shows we have exactly that much on hand 

and not a cent more and the reason is that the cooumon 

stock was not issued by the Company to this Syndicate; 

it was turned over to the Syndicate by the owners 

of that stock, 


FRE COMMISSIONER: Yhat is not what this statement 


MR. BRUNEAU: The statement I am sure is not 
intended to be inaccurate, because in ohne respect --- 

THE COMMISSIONER: No, the statement says plainly 
thet, "$2,000,000 of common stock wes issued as a 
bonus or was hended over by those who already owned 
it, but was issued as a bonus, 

MA. BRUNHAU: $2,000,000 was issued in this 
sense: There vas 8 surplus account of $1,675,000. 
$1,528,000 was issued ageinst thet to the Syndicate. 
Who did that belong to? It belonged to the 
shareholders of the Companys 

MR. MeRUZR: It was in the nature of a stock 


bonus * 
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| + MR. BRUNEAU: It wes fully paid stock because it | 
was stock dividends - that is what I would call it. 
MR, MeRUER: You can call it stock dividends or 
anything you likes ‘It was issued and no cash 
eame into the company or equivalent asset for these 
shareS« | 
| 
DR. BRUNEAU: If you have a surplus on hand and | 
you issue capital stock to the exactzy amount of the 
surplus, there is a difference between that and satel 
stock» That is what is called a stock dividend | 
because the money is theres That is the difference 
I mean, the money was all there and we did not add 
a eent of water to the companys 
MR. MeRUER: This statement is taken froma state- 
ment that was published by the Company itself and 
produced by Mr. Dawson. There was a statement 
arranged for the Prospectus offering bonds in London, 
and I have taken it carefully from that. I asked 
jie) Dawson for the history of nis company and this 
is what he produced to me as the nistory of the compan 
and it is sroduced at page 6044 of the Evidence, 
MR. BRUNBAU; All I want to make clear - 
no doubt the Company has used the terms loosely itself, 
my lord - but I am met quite clear as to what we shou 
call a stock bonus, © Perhaps we may be only quarre 
ling about words 
Tie COMMISSIONER: You mean to say whatever stock 


was issued was issued for a consideratica jn addition 
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to the mere fact of @ individual subscribing for 
preferrecé shares, | 

MR. BRUNEAU: You will see, my lord, that it was 
& redistribution between the sha rehclders, The 
old common stock shares, $2,000,000 were receiving 
$2,000,000 and $2,500,000 of preferreds So that 
they turned over to the Syndicate the difference of 
$625 000+ The Syndicate also received from the 
. 10 Company end it was issued to them - and in that 
respect there is a sense in which it is quite true 
what my learned friend ser ~ but the Syndicate got 


from the Company $1,525,000 of the surplus of the 


Company and they got that as capital stock fully paid. 


‘ THE COMMISSIONER: Who were the Syndicate? 
MR. BRUNEAU; The Syndicate were --- 
THE COMMISSIONER: I mean, were they all share- 
holders? 
% 20 MR. BRUNEAU: The Syndicate acted for all share- 
holders.« | 
THE COMMISSIONER; They were only trustees? 
MRe BRUNEAU: Yese 
THE COMMISSIONER; They were not like shareholders 
25 
in the Textile Company? 
MRe BRUNEAU: Noe 
MRe McRUER: Was the Syndicate making an indepen ent 
profit on the deal? 
30 


MR. BRUNEAU;: No independent profits made on the 


deal, The real need for it is this--- 
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| i teke the word "Syndicate" meant as in the case of 


| the Dominion Textile Company. 


time now. You are indicating that you do not 


15 
you had better let it go and get it into more defini 


| fortis 
respeet to the common stock that was issued there 


. goon as he is available because he weat over this 


carefully with me for the purpose, as far as we coul 


25, 


30 


financial position hecause they owed the. banks--- 
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_-THE COMMISSIONER; That is the whole point, 
MR. BRUNEAU: No, this was reorganization of 
company, imposed on the company by the fact of its 


THE COMMISSIONER: This Syndicate, according to 


you, was merely a body of trustees? 


THE COMMISSIONER; I think you had better clarif 


that and come back to it. I am afraid we are losing 


agree with the way the case is stated and I think 


MR. MeRUER: The fact is, at any rate, that in 


was no additional capital brought into the business. 


However, I will take that up with ii. Howson as 


get from the records, what the transaction waSe 
"Throaghthe exchange of common stock held by 
the shareholders of Canadian Coloured Cotton 
wills, Limited, for preferred stock in the 
newCompany, a capital surplus of $675,000 
was createds, This, together with a charge 


ous Baw 


of $1,525,000 to the surplus of the old company. 
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off-set the par value of the common Stock. +os" 


That is the point Mr. Bruneau was making that there 


was ke a surplus of $1,325,000 as shown on page 
187, and the common stock was issued as against that 
to that extent, and then the exchange of the common 
stock held by the shareholders of Canadian Colouwed 
Cottons Limited, for preferred stock in the new company 
created a capital surplus of $675 ,000e Those two 
10 |were capitalized and $2,000,000 worth of stock issued 
against it. I think that is correct. 
MR» BRUNEAU: i do not think there is any 

Substantial difference between us, 

MR» MeRUER: What I would like to get more infor-~ 
mation on, if it eould penibbsatniite and that is, 
what the original syndicate got out of the deal in 
1892% Whether anything ever paid for the common 
stocks 
rid MR. BRUNEAU; I am afraid if we had known you would 
have called for these documents of 1892 we would have 


kept them very carefully, We have one, I may say 


we found a lot of this material that is turning up 


25 |jin an old warehouse, We have not the space --- 
| MRe MeRUER: “This, together with a charge 
of $},3525,000 to the surplus of the old company 
off-set the far value of the common stock and 
carried into the new compe an undivided surplus 
30 


of $548,587 «634 The net effect of this was 


to capitalize the surplus that had accrued in the 
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Canadian Coloured Cotton Mills, Limited, to the 


extent of $1,325,000, and was , in reality, the s 


effect as if a stock bonus had been issued to the 


amount »" 
y THE COMMISSIONER: You are back to where your paths 
divide again, 
MRe McRUER: It might be said a stock dividend 
instead of a stoek bonus» 
| 10 MRe BRUNEAU: All IT meant, it was not water thro 
? out. 
MR. MeRUER:; ve have not said that it was, I 
think thee dost protest too much, 
THE. COMMISSIONER; It is really a stock dividend, 
" MR. MGRUER: It is a stock dividend, we called it 
a stock bonus which was issued to that amount, It 
was a stock dividend, 
MRe BRUNEAU: Bonus in the Latin means Goods 
5 20 The --- 
MR» MeRUER: Well, it was goods 
"The situation when Canadien Cottons, Limited, 
started business in 1910s.es-4." 
Of course, when we refer to that it is with the quali- 
25 


fication Mrs Bruneau has given us, it was not a new 

company, it was a reorganization of the old cumpanye 
Noeeewas that all the common stock except 
$715,500 was obviously bonus stock ssee" 


30 || well, £ say "bonus stock," stock dividends it should 


bes 
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Neeesand the preferred stock that had been ex- 
changed for common stock would be bonus stock 
to the extent that the common stock for which it 
had been exchanged was originally bonus stock. 


Clear information on this is not availablea" 


THE COMMISSIONER: What is that you say? 


MRe McRUER: That is preferred stock of Canadian 
Cottons, which was exchanged for common stock in 
" 10 1910, would be bonus stock to the extent that the 
, original stock issued in 1692 was bonus stocks 
MR, BRUNEAU: I. think bonus stock was unknown 
in 1892.4 
7 MR. MeRUER: No, they knew a lot of things in 
15 
1892s 
"In 1930 the Company purchased a eontrolling 
interest in the Cornwall ana york Cotton Mills, 
Rimited, of 2,709 shares by issuing $107,500 
5 20 in bonds and 788,500 in preferred stock,” 
Now, that brings in one more company into the 
eontrol of this Companys 
"Exhibit B17, page 5, shows that from 1892 
te 1936 the total net revenue availabie for 
25 


shareholders earned by the Company, according 


to the Company's records, amounted to 


$15,360,650+61, of which there was paid out 
_in dividends $9}778,757268, while the Company 
30 , provided, in the meantime for: 


Depreciation charged to operations, 
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$12,625,958s98s 
Repairs and improvements charged to operations, 
$9,401,626401+ 
Mr. Howson has prepared a statement which +s a 
summary of.the earnings of the Company calculated 
on the basis of an insurance appraisal submitted 
ey the Company as indicating the present value 
of the Company's assetsg. This shows that the 
Company has earned for the shareholders since 


1892 a total of $24,560,604s502" 


WR. BRUNEAU: I will make the same qualification 


as Mr, Heward, Mr. McRuers 


MR. McRUER: «Well, it was not made before now, 
",ithough the original investment cannot be 
determined with accuracy, Mr. Howson has shown 
it to have. been not more than $5,950,150.” 


MR. BRUNEAU: Would it be possible for you to 


ehaborate that at alle I cannot see how that 


figure is reached, 


8 


WR< MeRUER: Let us see Exhibit 917. 
“THE COMMISSIONER: Mr. Howson is not here. 
WR. BRUNEAU: -I see that is taken off three mills,» 


MR. McRUER: Well, that is shown on Exhibit 917, 


page Sez Zhe present. capital is shown as $6,377,000 


Now, they deduct - it is called "bonus stock" - 


it should be stock dividend - issued in 1910-¢. 


It says here, "Bonus stoek issued in 1910 as, stock 
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dividend and charged surplus account and inflatio 
in initial value of assets taken over as part 
consideration for issue of original capital of 


$2,700,000 (traced) $1,121,870." Deduct fhat 


from your $6,000,000 ---« 
MR. BRUNHEAU: I just wonder where you got that 
figure? 
MR. McRUER: That was given in evidence when 
Mr, Howson was giving his evidence on this, If you 
refer to the evidence you will find how that is made 
UDe | 
"The evidence at pages 6078, 6080, 6081, 6084, 
6088, 6091, 6111, 6116, 6121, 6126, end 6129 
shows the Canadian Coloured Cotto Mills Limited, 
made annual complaints of insufficient tariff 
protection, The annual report, filed as a 
part of Exhibit 340, of Canadian Cottons Limited, 
20 show that these complaints were renewed in the 
year 1923 and continued in hes volte 1924, 
1925, 1926, 1927, 1928, 1929, 1930, 1932, 1934, 
1935 and 1936." 
Se that they had more or less tuned in on the same 
station as the other Grdalbak¥ tile company « 
"It is submitted the record of earnings do not 
justify the complaint nor the increased tariff 
protection given tc the industry since 1930." 
So that except for dealing with the subject of 


"inventory reserve” that is all I have to say about 
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Canadian Cottons at the moment, 

The COMMISSIONER: Now you go to Montreal Cottons 

MR. McRUER; Yess 

THE COMMISSIONER: I just want to point out to 
you that in the index to your Brief you have omitted 
to register them, You have Dominion Textile 
Company at 126 and Canadian Cottons Limited at 184 
and then you go to Wabasso. This other company 
’ 10 should be in theres 

MR. MeRUER: In respect to Canadian Cottons 

it is, of course, unfortunate we have not for what 
consideration the oringal common stock was issued 
a because that is always a very important matter, becau 
there always is a certain pyramiding. If it is issued 
just to promoters or if it is issued for cash consider 
ation it is quite a different story. 

MR. BRUNEWH: I might point out that this Company 
) 20 has not been particularly operating for stock market 
purposes or anything of the sorts It has only had 
this one change in its capital structure since 189% 
and that was imposed on it by the Banks 
| MR. McRUER: I do not suggest for 4 minute that 
any of these companies were running for stock market 
purposes. I have not suggested that all the way 
throughs 

Coming te the Montreal Cottons Limited, we have 


a preity complete records 


THE COMMISSIONER: Who is acting for them? 
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You, Mr. Heward? 
MR. HEWARD:; .AS a matter of fact Mr. Ballantyhe 

is looking after this particular phase of its 

MR.-McRUER: Do you want me to leave it? 

MR. HEWARD: Nos +I cannot cheek you on the 
figures, that is all. 

MR. MeRUER: "The business of this company was 
commenced in January , 1874, ..+6 " 
» 10 And we have a pretty complete record of the whole 
affairs of this Company since that date» It was 
incorporated with a capitalization of $500,000, 
divided into 5,000 shares of$100 eachs The issued 
capital appears ---+ 

THE COMMISSIONER: Are you talking there of 
common shares? 

MRe McRUER: That is all it had, that share capitdls 
They were all common Bharese. 

"The issued capital appears to have been $385,000. 

There is no reebra of the consideration for which 

these shares were issueds fhe first record 

of the Company is contained in a Minute Book 

which was produced. In the year 1881, a 

stock bonus of $110,000 was isswd to shareholder 

as of May 18th, 1881. Dividends were paid at the 

rate of 11% per annum in 1880 and 20% per annum 

in 1851... In May, 1882, the authorized capital 


was inereased to $1,000,000« In May, 1882, 
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“$100,000 0f stock was sold pa shareholders at 
pare In November, 1682, a further issue of 
#100 000 of stock was sold, By February, 
1886, the issued capital amounted te $794,200. 
in 1866, 56 shares were sold at a premium of 
#22, bringing the outstanding capital up to 
#3000006» >. Im 1893, $200,000 of stock was 


sold, bringing the outstanding capital up to 


10 91,000,000. . In this year the authorized capital 

wag inereased by $1,000,000¢ In 18@3, the 

Company sold for cash, $400,000 worth of stock 

in 1898, $100,000, in 1899 $150,000 and in 

_ 1900, $350,0004 The capital outstanding at 

thet date was $2,000,000. “In 1901, the authorize 

capital was:increased to $4,000,000: $1,000,000 

was seld at par, bringing the outstanding capital 

up to $3,000,000. ‘There were no further changes 

) oe in the capital structure of the company until 
1911, when a new etenpaniy ; delice tive Montreal 
Got tons, Limitea, was incorporated, " 

1911 seems to have been the year of general shuffle. 


25 "The following is the dividend record of the 


company from 1860 to 1911," and we have there 
 sabulntiot the record of the dividends worked on the 
‘percentage of Sit Suenetale Wipitedy 

"Some indication of the prosperity of the Company 


is reflected in a statement made to a special 
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meeting of the shareholders ecalied to meet on the 
Sth of June, 1905, to consider an offer thet had 
been made to the shareholders on behalf of a 
Syndicate organized for the purpose of acquiring 
their stocks On this occasion, the president, 
S.H. Ewing, submitted to the shareholders a 

long and comprehensive statement of the affairs 

of the companys The previous five years operatiods 
are dealt withs The total earnings for the five 
years smounted to $2,522,427422, distributed to 
shareholders, $1,128,750, 008, carried into reserve 
fund or profit and loss, $812,351.75. In 
additiong during the period, $375,000 was written 
off for depreciation and $471,859.72 for repairs 


and improvements." 


This is one of the few companies that prior to the 


taxing legislation set up a definite reserve for 


. | 20 


depreciation, 
"The combined reserve at this time appeared to 
be $2,101,548 or 70% of the total capital. 
The President's words are as follows: 
95 "In other words, you have had paid to you a 
sat? Maron dividend, your plant has been main- 
tained in an exceptionally high state of efficiency 
and you have accumulated a reserve in exeess 
of 70% of your capitai, Now, I think you 
must all agree that this is a highly creditable 


showing and one of which, as shareholders, 
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we should be proud, I.am proud of it and every 
shareholder should take equal pride in it," 


THE COMMISSIONER: When was this said? 


MR. MeRUEBR: This was said by Mr. Ewing in a letter 
that was sent out to the shareholders at this time 
to discourage them --- 
Ta& COMMISSIONER: 1905? 
MR. MeCRUER: Yes. svse tO discourage them from 
10 aceepting an offer that was being made to them by the 
“Royal Trust Company on behalf of a syndicate that 
had been organized to try end get the shares in and 
I think there is no question the syndicate was compose 
2 of = certainly some of the same men as the Dominion 
Textile Syndicate. 
"It appears from Exhibit 337, that the Chairman 


of the Syndieate that was proposing to purchase 


the Montreal Cotton Company Limited, was David 


y 20 | Yuile ané associated with him was D. Williamson.” 
He was in the other syndicate too. 
THE COMMISSIONER: Was he in the other syndicate? 
I don't remember hime 
oe MR. MeRUER: I think 504 IL am subject to 
corrections Yes, he was in for $90,000 in the other)| © 
Syndicate, page 140s 
The names of the other members of the Syndicate 
were not discloseds 


J = “Atothe end of, the year 1910 the company had & 


profit and less surplus of $2,002,610el4¢. 
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The business done for the year was over 
$5, 000,000. 
In i9il a Rew company was incorporated with 
a capitalization of $6,000,000. ‘Two shares in 
the new Company were issued to weeby share in 
the old company ---" 
THE COMMISSIONER: will you pardon me a moment#, 
The Montreal Cottons is still running? 
10 || “Re. McRUER: Yes. It is running but now the Domini 
Textile since 1930 holds the sontrolling interest, 
b4% of the stocks 
Mactieheten in the new company were issued to every 
share in the old company, one share of common 
‘i and one share of preferred,” 
pO that when we come to consider dividend record -- 
THE COMMISSIONER: When you say two shzes of the 
lew company were ieee to old shareholders you mean 
’ 20 for each share ? 
MRe MeRUER: Yes, for each shares One share 
Pf common and one share of pre¥Yerredfor each shere, 
"The dividend record of the company is as follows:" 
wind we ha¥Ye to have in mind that the shares were split 
; at that time in 1911 in that waye 
"Dividends on the preferred stock were paid each 
wets at the rate of 7% per annum. 
"In 1911 « dividend of 3/4% was paid on 
1 = the i eteuke 


"In 1912, 1% on the common stock, 
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"From 1913 to 1918, inclusive, 4% on the common stpck, 
In 1919, 4% on the common stock, 
From 1920 to 1932, inclusive, 6% on the common 
stock, 
Since 1932, no dividend has been paid on the 


common stock," 


But the dividend on the preferred stock, amounting to 
7%, would be equal to the 7% per annum on the common 
)) + stock that was outstanding in 19lls 
"Up to and ineluding, 1928, the dividends were 
paid out of profits earned from 5 Ahk sepies: 
For the three years, 1930, 1931 and 1952, 
15 the company had operating losses and reserves 
were drawn on for dividends." 
Now, there is one thing that it is difficult for me 
to understand and that is when in the very year that 
the Dewintaa Textile Company gets controlling interest 
J : of this Company it proceeds to have operating losses 
and: there are close-working arrangements - for instance; 
Dominion Textile later are appointed selling agents 
for the Company, and they sell and dictate to the 
25 |jCompany in that way the price that the company will get 
for its stock and they also buy large amounts --=- 
WR, HEWARD: Thet is not rights Mr. Aird said 
that he fixed the prices» 
MR. MeRUER:; ince they have been appointed selling 
agentS» 


MR. HEWARD: YeSe 
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MR. MecRUER; They appointed Mr. Aird - I dm'tt 
know that it makes very much differenee. The 
Dominion Textile Company buys large quantities of good 
rm the Montreal Cotton Company for the print work. 

UA.HEWARD: -I. think, 1t.should.alse be-pointed ‘out 
that this elt ies Mista enly came into effect two or 
three years ago and since then they have been im- 
proving their positions when they took control --- 
10 THe COMMISSIONER: The sours of the losses were 

19350, 1931 and 1932s Those were the years of 
opérating losses»... Now then, was Mr. Aird appoknted 
Since then? 

MRe HEWARD: The selling arrangement was meade 

% later than those years, im my recollections 

MR. McRUER: However, the Dominion Textile Company 
is in this positia that it is operating this canpany 
and buying from it, it is the majority shareholder 


20 of it and it is gradually eaequiring shares, and does 


os 
if 


| not the interest and duty conflict, and one is 

lin trying to get canplete ownership of the Company 

| at as low a price as possible and that way to pay as 
Little dividends and buy from wee low a price as 


25 
possible--= 


MR. HEWARD: What do you base your statement on 
that it is gradually acquiring shares of the company? 
MR. MeRUER: Are they not acquiring shares right 


| along? 
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Mir» HEWARD: There has been no evidence of that. 
MRe McRUER: Have they not? 


MR. HEWARD: I don't know. You are making the 


statement. 


5 
THE COMMIGSIUNER: to come back to the appointment 
of the Dominion Textile as selling agents, that took 
place on the S0th of September, 1954. ? 
MR. vonuers Yese 
i) 10 THE COMMISSION ER: When you refer in this paragraph 
r to dividends are you referring to common stock dividends 
paid out of reserves? 
MRe MeRUER: Yese 
se | THE COMMISSIONER: Did the earnings always suffice 
to pay seifaiitah Aicitupant 
MR. HEWARD: Yes, but their earnings had not 
been sutton %s they called on reserves. 
MR. MeRUER: They made operating losses for these 
i) 20 three years. 
THE COMMISSIONER: They paid their preferred 
dividends out of reserve? 
MR» MeRUER: Y@8e 
THE COMMISSIONER: But did they pay their common? 
MRe McRUER: Up to 19326 8=6lt was not exactly 
reserve, it was an unusual fund that they had due 
to the sale of their water power rights, to the 
sinus Companys There was $1,975,000 cash. 
@ 30 iaeat 


THE COMMISSLONER; That is what you call a reserve 


here? 


asda ¥) $40 wens as | 

tree yest oven "FAK — | oe -* 
edt gatdan « ore weY Wort $1 0b r ‘qnAvaR ey) OPT ae . a 

| MM ie My eo ant j ; 

a ai , . w ‘sinomed ede | 

. | | é oT ue 
trangia oat ot aly ad i oikat oF , i | 7 

x 4 


a 


~ 


ae pa fg Vr- 


| sqergetsh aiat al eter NOY aostt wntloneneoo Bey 
; Ha) | tg a Oa 
“oft 


pasbiveD. Leanagell tomas of. t gatriste: wot exe shasbivte of | 


a 
| 
| | eolttua syste ool? “outs bi * Mo Tee n@W09 ‘wer ahs 


cas , oy . : vie? ee es . 
a 5 f Loti - ‘ y Y = 
>. * Pee #22 es a ir Veit, : ae a | i? .1g me 


tadt to consbive on wae ad oe 2A at 


Hoos tas ,edasgs galites A 3 olidke? aobmbnod ead to | 


Geek (Booms aoe ‘te ame “et - eosig a 
BIN 1 2 em ead * | 
| 


po 


> 
dywre 


1 “ieeveeeer 20 tuo ptee 


~s a 


i Se eer irae +f - | 


$ F 


) ‘¢ebaebivip ‘berzetera WG of 
a | ay ; 
toa bad no uhacse xteutt iud pne¥ OHAER 6 ; 


F 


suovaeast: HO Bolles yout tiuoto lta ‘ead | 
i 


owes? “ot acssel sald ogo of coat " AEUiO fut | HI 


oe) -STBOY oousit AT ae 

ida i ' ; i * 
borat org ntosid shee vet rsamoTee RD aur a q A 
ia Rm 

tevsseet 26 ‘two steenirh | ae 


x. 


. | | ssex ‘aU ae See ig et 
ol : | rr acy Bie 

POUND 6 sled? a ues bib au ‘mmoreenasoo ‘oe 

Vtesxe von Bae vt #oSbOL ot qo sSEULOM of “7 ‘ 


oub bo ae tans batt ae tert 


Prag 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 

eet weet L4007 
TORONTO. - CANADA 


MR. McRUER: "In 1929, the Company entered into 
a contract with ---" 

THE COMMISSIONER: When you say the Company had 
operating losses and reserves were drawn on for 
dividends you have reference to this fund? 

MR. MeRUER:; I am not sure they took it ell out 
of this fund but they certainly took a proportion, 

“In 1929, the Company entered into a contract 

with the Beauharnois Power Corporation, Limited, 

for leasing its water rights for 70 years in 
eonsideratiam of; $1,975,000 cash, 5,435 shares 
of the common stock of Beauharnois Power Corpor= 
ation Company Limitdd, and 8,000 hepe delivered 
ou the Company's bus bars free of charge, 

with a further option of 4,000 horse power 

at £35.00 per horse power, The $1,975,000 

cash paid was set up in a special reserve account 

and it was on this reserve account that the 

Company drew to pay its dividends from 1930 to 

1954." 

MRe HEWARD: I think - I cannot say positively - 
but my recollection is that there was a little more 
cash, some more cash than that paid but this was the 
part of it that was set up in reserves 

MR. McRUER: I was under the impression it was 
$2 4000, 0004 
MR. HEWARD: I was under the impression it was 


$2,000,000 odd but Mr, Ballantyne will have the 
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figures on that. 


THE COMMISSIONER: Well now, we will adjourn. 


@- The Commission adjourned at 5405 P.M. to resume 


at 10.30 A.M. tomorrow, February 10, 1957+ 
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Ottawa, Ontario, 
Wednesday,February 10/ 


-~- The Commission resumed at 10,80 a,ms 

ARGUMENT BY MR, McoRUER, K,C, (Resumed): 

I m pweeeding at pee 192 of my brief, wy Lorde 
There is a statement there thet-"It is not clear from 
the evidence at what dete the peniuion Textile Compeny 
secured control of The Montreal Cottons Limited", 

Theat has now been cleared up by Mr. Gordm yesterday, 
end it is May of 1950, 
MR, HEVARD;: You male a similar correction on pee 
1625 | 
MR. MeRUER: Yes, Now, one or two comments in 
reference to something that appe rs at the foot of page 
1923 
" In the yeer 1903, this company enployed 2,722 
hends end hed in operation 4,551 looms, The total 
sales for the year amounted to $2,384,416.27, At 
the present time the Company has 3,524 looms", 
There seems to hawe bee a érop ef about one thousand 
in the number of looms, and the company has in its 


employ 2,476 euployees and their sales amount to 


-$5,189,271,57, which will be 246 less employees 


and almost twice the value of goods, and a bout one 


thousend less looms which does give some indication 
of the result of mechanizstion, Of course, one has 


always gotto bear in mind, as wes pointed out the 


other dey, in comparing the value of sales thet the 


price of the raw mterial may vary, but in this case 
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thek brief indicates that the records show that the price 


of raw cotton in the two years wes practically the 
Sam @e 


MR. HEWARD: 1905 and 19357 


same 


MR. McRUER: Yes, 
THE COMMISSIONER: The price of raw cottm wes the 


Same? 


MR. MGRUER: Was the same so that the ec omperison 
velue eas far as that goes ig a fair one, Of COUPEE, | 
the prices gmerally in the country msy vary in that | 
time, On Fetruary 10th, 1933 the Fhe | 

MR. HEWARD: 19038, 7 | 

MR. McHJER: 1908, rather, the canpeny in the : 
direstors’ report compleined in reference to the 


preferential tariff, 


"*fhe Preferentida Tariff, your Directors think, 
fd Beetle great misteke and it is hoped that the 
Government will rea lize this end will abandon it 
eltogether and will bring back the duties to what 
they were before it was introduced. * 

Between 1903 and 1910, when the new company wa 
organized, the dividends were paid as stated he 
tofore, incluijiing the dividends on the bonus stock, 
and the reserves of the Comp eny were increased by 
$556,006,00," 


So that with the pred erential tariff thet was consi deed 


by the ¢canpany to be a mistake it seemed to have done 


pretty well. 


"Exhibit 917, page 18, shows that there is an 


apperent surplus over the book value of the asets 
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“of the Compeny emounting to $2,000,000,00 and 


pezge 19 shows that, in the years 193. to 1955, 
‘glusive, very heavy cherges were made to operatio 
for mill supplies and equipment", 


Now, that is en extremely important thing. Although 


: the dividetis were paid out of this special fund that | 
Was created by the sale of the weter power rights to 
| the Beeuhernois Company these very heaw cher ges¢ a. 
mede ageinst operations for repairs and equipment, 

a MR. HEWARD: Mill supplies and equipments 


MR. MeRUER: Mill supplies and equipment, end that 


the cherges to repair sccount for wages were extremely 
heavy, and we do know, it was in the evidence that a 
yevemping of the company's plants was going on at 
15. || that time, Now, for miil stip ie and equipment, 
these jumped betwen 1951 and 1925 from $60,591,355 to 
$246,644.52 so it is not much wonder the company's 
balenee sheet @id not show a profit in the profit and 
loss a#ecount, They reached a high point in 1954 of 
20 $241,895.05 cherged egainst profit and logs <-- or 
against operetions, rather, for the supplies, so when 
they did not have a balance in the profit and loss 
aecount to pay the dividenis we find probebly where 
the money has gones 
a WR. HEWARD: My learned friend does not suggest tint 
mill supplies and equipment ere not proper charges 
| +o operations? Mill supplies ere things like eil, 
coal end so forth am equipment 4s consumable equi pmeqt 
such as pel ting,’ bobbins, spools, neefiles and so for 


MR. MeRUER: I do suggest it is a most extraordingry j 
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thing if these are proper charges for mill supplies 
end equipment that ere properly charged to operationk 
that they would jump from $60,000 in one year to 

$341 ,000 in enother year et a time when the mill is 


being revempeds In 1935 they amowmt to $246,000 at 
a time when the mill is teing revamped. 
MR. HEWARD: This old equipment may have been al lowe 
to run downs, 
MR. McRJER: It is all "may be", 
MR. BEWARD: tours is ell "mey be", too, Mr, MeRuer 
MR. MgRUER: Op ¢ ourse it is all “may be", and I 


know they are touchy on these things. If they heaven} 


charged them properly they would be subje@st to 

income tex on it, but if they are proper eherges 
they would not be subje@t to income tax, but the poiht 
is we do find at this very time when the mill is te ih 
revemped that these charges, during these four or 


five years, ere away in excess Of what they had beer 


in the previous years, and thet is not the whole stopry 
We come to the next paragraph end Mr. Gordon in the 
witness box hes borne us out on this, 
«At the time these heavy charges were being maik 
to Operations, the mill wes undergoing what wes 


called ea're-vemping process'", 


Now, that is in evideme end I give the reference to 
"In addition to the charges shom in Exhibit 917, 
page 19, to operations for repaing and mill suppl ie 
there were very heavy cherges for wages, which wezxe 
charged to wages ec coun t, These amounted to as 


much as $217,000.00 in the year 1983, During that 
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“year, out of $250 , 000.00 ot in meshemics' 
wages for repairs, etc,., only $33,000.00 was char 
to capital ecount™. | 

MR. BALLANTYNE: tu the previous yeers there had b 
larger sums cherged to capital account, 

MR. MeRUER: Pardon? 

MR. BALLANTYNE: In the previous years -- 

MR. MgRUER: You sce, Mr, Gordon testif ied as to 
the einount of these weges that were for capi ei expend 
itures, that is, the revamping of the plmt, and he 
wrote a letter expleining the rates of wages and 
how they were higher there at that time, end expleinel 
that was because there wes a lot of mechanics’ wages 
involved, teken into the pay roll, who were not ordin 
mill hands, and he gave in evidence that it would 
emount to as mush as about $250,000, and I asked him 
how ak oh of it was charged against capital account, 
it was $33,000.00. 

MR. HEWA RD: And he also enswered you in the same 
enswer thet in 1931 the wages charged to capitel ecco 
amounted to $120,000 and in 1932 $152,000, 

MR. Mo RUER: Yes, but how much were the wages tha 
were charged to wonen eccount in thos years? 

MR. HEWARD: He expleined in his evidence all wades 


were cherged to wages eccount, and that they were posted 


MR. Me RU ER : No, no, no, There is no use trying 
confuse ite The point is that Mr, Gordon admitted 
that wages that were paid for capital expenditures were 


charged to weges escount, and those expenditures for 
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revamping the plant -= of those only $35,000,000 was 
cherged to cepitel account, so that weges were 
charged that year to opemtions,thset were paid for 
capite1 expenditures,in eicess of those that were 
charged to capital account, Now, thet is quite clea 
MR. HEWARD: Here is his explmation, 15699 -- 
"a, It does not necessarily follow thet beceuse 
wages are shown on the pa roll thet thet mount 
ofmoney, that that canplete anount of money was 
ell charged to one escount in the books of the co 
peny. The pay roll is really simply a record of 
the time ami piece rates and so on of people work 
for one reason or snother, and to keep the compa 
weoks wages on the pay roll have to be entered in 
the proper accounts, end some of these weges mey 
be charged to operating eccounts, such as mill w 
end some other portion of the wages may be charg 
to capitel account, swh as buildings or meshiner 


MR. MeRJER: Yes, but that does not -~ we will get 


=e the Letter thet was written by Mr. Gordm, I em not 
going to have this put in confus ions 
THE COMMISSIONER: The qestion is whether the pr 
emount is charged to capital eccounts 
MR. MeRUER: Yes, my lord. Thet was in my friend 
i exemination, Now, here is whet Mr. Gordon says in 
ero ss-exemination. 
| "Q, Mr. Gordon, in your letter to Messrs, Clas 
MR. HEWARD: Page? 
ss MR. MoRUER: 13700,. 
“Q. Mey Gordon, in your letter to Messrs, Clarks 
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Now, if we just had the letter; in the letter that 
Was filed Mr, Gordon makes it falrly clear, accoriing 
to my recolletion, in that letter. Then, down on page 
13701 -- 


was referring to 1923 theres 


hed the pereentage in the previous year but it may 


I heven't got the total charged to repairs but Mr, 


24567 


"Gorda & Dilworth that was filed during Mr. Howsdi's 
evidence you said that 25% of the pay roll was 


texen up during one of these years? Ae Yes, I 


Qs 19357 . Ae Yes, 

Qs Whet was the figure for 1933? 4. My figure 
for wages charged to capital account is $33,570. 
Qe Whet would 25% of your pay roll ~~ for that 
year? de About $250,000. 

Q So that out of sbout $250,000, only $33,000. wag 
cherged to capital eecount and the rest to pmwfit 
end less? Ae Yes, that is right. You will 
see if you could follow the figures I read out tha 


the previous year -- 1 do not believe Mr. Glassco 


heve been even greater than 25, 
Q. Probably you could tell us how much of the weges 
for thet period were ¢harged to capital and how 
mush to profit end loss? As No, I eam efraid 
have not got the date, J have the total pa roll 1 


Howson has it in his figures. They have slready 
been put in, These figures would be supplemamtary 


to Mr. Howgon's figures, 


"Q. You say the emount of weges expended on repairs 


may have aiounted to more than 25% of the pay rollf 
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14568 
"a, The pey roll the previous yer amunted to 


$1,176,000 and it would be merely an estimte on 


my part that there was $250,000 of that construction"— 


Now, construction is construction, 
*.. put I know that by 1955 we hed finished putt 
in most of the capital account nels such as putt 
in new mechinery and we were engaged chiefly in 
repairing buildings and re-pointing the rather 
extensive masonry out there and various other je 
I can remember we hef a list of sbout sixty jobs, 
 geparate repair jobs at that time, which were rea 
repairs» 
Now, you see he tekes the depreciation and then goes 
and cherges to operations account all these charges -~ 
MR. HEWARD: No, Mr. MeRuer, he did not teke the 
deprecietion. There whi no depreciation in 1928, 1929 
1930, 1931 or 1932, There was no depreciation writitpn 
off, They started to wite depreciation again in 195 
and wrote $200,000, In 1954 they wrote $322,000 
end in 1935 $330,000, For five years there had been 
depreciation. 
MR. MeRUER: It is the year 1933s 
MR. HEWARD: Yes, but the five previous years theye 
hed been no depreciations 


WR. MeRUER: They took deprecietion at $250,000 


WR. HEVARD: They took depreciation -- I aam't know. 
‘about $250,000. | 
MR. MeRUER: That is according to Mr. Gord's 


estimate, and the repairs in addition. 
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MR. HEWARD: I do not understand the reference to 
$250,000 there, but what he refers te is -- we haven' ¢ 
the letter before us, We certainly did not write off 
any depreciation for five years previous, 


MR. McRJER: 1 hope my friend is not trying to get 


this confused, Here is the straight position, During 


1935 they wrote off for repairs, and charged to repa 


$44,091.28, They wrote off and charged out of profits 
to mill supplies $217,987, mill supplies and equipmat 
10 and in addition to that they charged to the wages accd 
this $250,000. Now, there is no use of my friend 
trying to say "well, this is repairs and that is repa 
and mill wap plies and equipment", They have got the 
mill supplies and equipment; they have got their repatlrs 
a and they charged this into wages account at the same 
time, 

mB. HEWARD: Mr, Gordon hes explained thet all wages 
are charged into eines account | 

MR. McRJER: It is the whole trouble with the accounting 
a system, and that is they eannot come forward now and 
say how much of this was capital expenditure, end what 
was it expended for, end it is an extremely important 
aspect when there is an income tax to be paid on the 
te profits of the company. | | 

Mi. HEWARD: We will defend that at the proper time 
if there is a elaim, 

MR. MgRUER: I say it is an impor tent espect, and 
- We are telking about e company that gets a privilege 
30 from the Government and the manner in which it treats 
| us when we investigate its affairs, 
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" It must also be borne in mind that the profits, 


as steted in the annual Statenerts, are further 
effected by the fact thet Mir. Gordon hes admitted 
that there was an inventory reserve in Montreal 
Cott ons Limited, particulars of which are not yet 


aveilable," 


It is unfortunate, in order to Glear up this whole 
question, that we have not got thate Wheat Mr, Gordm 
Said was this that when the mnagenent changed they 
10, || adopted -~- or rather, I don't kmow if it is when the 
meahegement chen ged or the eotrol changed, but, at any 
rate, in the isst few Years they adopted a different 
policy in the method of valuing the inventory, and they 
put into effeet the same policy, or the same methods, 
aS were used by the Dominion Textile Company, and thet 
would be thet the inventory wes not valued at eost or 
uccket whichever was lowest, but was valued on a lesser 
basis, and introducing that method of veluvation, the 
heW methed of valuation into the company's business 
it would meterielly effect the profits that were shom 
bu the baleme sheet, So thet when this Sanpany ean 
L "we cennot pey a dividend on this stoek over this 
| eriod of depression" we have two or three things ou 
Fianding; one is the charges to equipment heaving been 
| Peony tremendously over the period of the depression 
jeers, the charges to repairs, the revamping ef the plan 
#Oing on at the same time, and the new system of 
eluation of invaitory put into effect which wes a 
zo, |itethed which errived at a velue that was less then 


post or market, whichever was the lowera 
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MR, HEWARD: There is no proof that the new 
system velued them at less then hed been done on 
the old system, fhere is no proof at all, because, 
as Mr. Gordon told us, they could not find out under 
5 the old systen on what basis the Cnventor ies hed been 
valued, 
MR. MgRJER: Does Mr, Gordon suggest that Sir Charle 
Gorden was president eof this company for nine years 
end did not know the basis on whieh the inventory ws 
10 valued? | 

MR. HEWARD: He told you in his evidence, and I thin 
Mr, Gordon has alwys been very frenk in his evidence, 
and never held anything bes k, ‘He told you in his 
evidence thet he did not know, how the old mmeger 
seemed to be the only person who knew on what basis 
the tuyenbor ies were velued, and that they set up 
their s tenderd besis when they took eontrol, 

MR. MgRUER: If my friend puts that interpretation 
on Mr, Gordon's evidence I wuld suggest it is 
incredible to suggest that a mm of Sir Cherie 
Gorda's experience, es president of the company, 
would not have any idea on what besis the inventory 
wes valued when the balance sheet was brought in, 

To me it is incredible, and I think to my other body 
it would be incredible, 

MR, HEWARD: He relied on his teéhnical management, 
probably, end as Mr. Gordon hes said the actual 
administrative control was not teken over until after 
| 39 (|| 1980, some time after 1930. We rixea the date yeste = 


dey. I thinkt it was 1932. 
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ME, MeHUER: Sir Cherles Gordon was president of 
the caupmy since 1921 or 1922, and signed several 
belmee sheets with the surpluses on them that we 
Wili dealx with,  UGut when my friend comes and says 
"you have not got evidence of this and you have not 
got evidence of that" I would think thet there, at 
least, it ill becomes en industry that hes had the 

benefit this industry has had to say “you have not 
found out this about this and you have not found — 
that about this", It would be much more becoming, 
es 1 sey with some emphasis Later on, if they came 
more frankly and put their esrds on the teble when 
they were asking for « privileze, 

MR, HEWARD: I think that is a most unfair states 

15 me nt, We have given all the informeticn that we 
he ve been asked for, and tried to get a lot whic: we 
didn't have on our records, and whet I em saying 
is not "you have not found out this ebout this end 
you have not found out that", but when my learned 

20 friend eaues forwerd and makes a statement that swh 
and swh is the case, and we take exception to that 
on the ground that it is not based on the evi denc e, 
I don"t think it should be thrown in our teeth and sa 
we are trying to hold something bee k, We have given 

a | everything that we have been ask ed for, and Mr. Me Rue: 
has seid so a number of times here, end Mr. Howson, 
in his evidece, said we made every effort to co-ope 
ate with him, 

MR, MeRUER: I sey this thatt when we ask for sane 


thing specifie we get the information, but Iwill just 
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ead whet wes said ebout this metter of inventor by 
ir, Gordon at page 15701, end if my friend is going 
interrupt and abuse me at every step I take we will 
e here « long long time, 

MR. HEAARD: I will try not to do that, either to 
interrupt or. sbuse. I didn't think it was e buses 


MR. MeRUER: Of eourse, it is one method of defend 


ing a bad ease, to abuse counsel on the other side, 
MR. HBWARD: I didn't think it wes ebuse, Mir, Meher 
10 MR. MeRJER: thatever we may do about his clients 
I will not sey any thine about my friend, mywey( Referring 
to Mr. Braneau)e We will. go to the foot of the page, 
page 15701, 
"Q,. Now, to come to another matter; can you tell me 
- on what basis the inventories of the Montreal Cotto 
_Gonpeny are teken? A. Well, I would sey, sir, 
thet so feras my comection with them goes that 
the ir basis has been very close to the Dominion 


Textile methods.’ 


es Qs Very ¢lose to them? A. I would say it is 
the same principles,” 
Now, we dm'teven get the information here as to 
exectly how it is done; it is close and it is the 
same principlese ie: 
53 "Q,. The same principles but there my be ver ist ion 
in it? dee Wel, F. don"t want to be too 
» speeific, I would have to. eheek it year by yeare" 
So there apperently wes 4 variation from year to year; 
si he is not sure of that, at eny ra tes 


"g@,. And had those principles obtained prior to the 


& 
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“Dominion Textile taking over control of the camp 
i I don't know actually. The man who wes there be 
we took hola was en individual of a very individual 
istic type of mind and he kept these things under 
his own hat," 
Now, Mr. Gordon doesn't say he doesn't know, and 
doesn’t know on what principles. He says "I don't kno 
exists 
"Q. Of course, his method of keeping his invento 
10 gould not stey under his het very well; wouldn't 
there be records of it? A. The record << in 
far as the inventory was cOncerned it was made up 
eccotding to his ideas tut what his ideas were 
he Gid not put on paper, The result of his ideas 
45 wes there," 
Now, he doesn't sey they didn't know what they were -- 
MR. HEWARD: Will you cerry on, please? 
MR. MeRJER: "Q, Wouldn'+ he heve some way of 
keeping track, an inventory book, that would show 
oe any discounts that were taken, and so on? 
A. I don"t know that there was, sir,” 
He says he i din* know there was a bok, 


"a.(Continued). From what I heve herd of his 


method when inventory time came he gave out certain 


_ figures to the people thet were teking the inventory 
and they worked on those figures," 
Now, there was more known ebout this. It wes not sugh 
a great mystery. | 
= MR. HEYARD: Now -- 


MR. MeRUER: Iam going on, I am commenting, Don'¢ 
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bé nervous, I know it is a subject my friend may havel 
to meet later on, 
“MR. HEWARD:; I wish you would complete reading the 
evi dense on ite 
5 MR. MeRUER: I am going to complete it. 
"Q,That is a most extraordinery way, Iam not 
bleing you for it, 1 want to know just in what we 
itwas done, You say it was told you tmt the mon ack 
gave out certain figures to the people thet were 
10 going to take inventory and then they worked on the? 
A. I mean they used them, they used the data he gee 
them to make the extensions, 
‘Q. They hed the value he gave them before tha 
had taken inventory? A. No, the quentit ies 
15 were all there in the plent. They had to heave uni 
values to make their extensions, to wark out the 
values end his action was to give them the informe 
which put them. in a position to do that." 
Now, he knows pretty well how it was done, 
20 "9, And since you took hold, at any rete, the syste 
was @henged and you did not opemte on that system} 
any further but elosely followed the system of the 
Dominion Textile Company? A. Yes. If our gqysten 
happened to be the same as his it would bea pure 
25 flukes 
Q. So in order to find out the true position of thp: 
compeny we would have to make the same Galeud ationg 
we have meie in respect to the Dominion Textile 
‘Comp axeht? ds Yes, and compare them with the 


30 Zz 
 figurea set up in the last years." 
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Now, that is the Montreal Cotton Company, and it is 


quite apperent itis idle to cay thet nobody knew 

how it was done, thet this mmeer was the only man 

thet knew, They knew what the results were and they 
would know whether the results were cost or merket, 
whichever wes lowest, or showed above or below it, 

The evidence quite cleerly shows they knew a greet 
deal about how it wes done, but to sey that this men 
hed a formule thet he worked out and he kept it 
pretty well under his own hat -- and I emp«et likely 
there. were advantages in keeping it under his hat end 
it may be a matter of some difficulty for those charg 
with other responsibilities to follow thst hat up 

a bit end find out if they ean wheat is under it, 

15 Now, tht is all I heve to sey about Montreal Cottons. 
We go to the Wabasse Cotton Company, Mr Kellock is 
not heres | 

MR. HEWARD: He seid he was going to be heres 
MR, MeRUER: Nor Mr, Lajoie, 

be MR, HEWARD: Mr. Kellock told me lest night he 
wes going to be here, 

MR, BRUNEAU; I think Mr, Lajoie said he woulde 
back in Marche 
MR. M@RUER: Well, we will be glad to see hims 


(page 14580 follows) 
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Well, what I heve to say I will stick very close 


to the Brief in regard to the Webasso Cotton Company 
ied it will be taken downs I will go over it. 
I think, as a matter of fact, 1 have set out the 
details in respect to it as carefully ss I can in th 
Brief. In the absence of Mr. Kellock criticising 
anything that is said here there is not much geined 
by enlarging on its 

The imp@ tant part of the matters in respect 
to Wabasso Cotton Company is the fact that all the 
common steck that was issued in this Company was bonus 
stock except for about $13,000 in real estate - 


that is, of the original stock. There was some 


real estate to be turned over to the Company togethe 
with an agreement for a bonus of $75,000 fro m the 
City of Three Rivers. The stock was partly 
used as a bonus to the bond holders, the business 

20 was financed by a bond issue all the way through 
until we get down to the later issue of common stock 
for which there was cash paids The way this 
Company did was to start off with an agreement betweqn 


Mr. Whitehead and his associates and the City of 


25 
| Three Rivers and then they sold bonds and gave part 
of the common stock as @ bonus, about 20%, and 
used the money realised from the bonds to construct 
the plant snd building. 
30 


When they came to build their St. Maurice Plant 


the same procedure was gone on withe As a matter 
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of fact the S,. Maurice Plant was just an extension 


of the Wabasso Plant but organized under another 


Company because hod they attenpted te fleat « bond 
issue Se the purpose of pbuilding that plant they wou 
5 have haa to take a second mortgage bond issue and the 
expanded another setiaace but there ie only a line 
drawn through the wall separating the two plants, 
and nei have now been nrounké together in one con- 
solidetion and one bond mortgage covering the whole 
| mi plant. | 
i so0tt have smurthiag to say about the Dominion 
Textile at pages 198 eens: | 
Now, this is a viagespetdal, my lora, in respect to 
15 the business of these cotton companies. 
“It is submitted that the record cf these four 
large haa senda ins doing business in Canada 
he substantial caeet of the Seaton the ooktan 
Cmetaiaseres have herived from the protective 
- teriffs in forsee during the last sixty years 
in Saxaiia, 
Exhibit 998 a the record of the Cotton 
companies doing business in Canada during the 
25 Last ten siadbane 


y, I am just tek ing ten years, five of which were 


ete ge ae years: and ‘five of which were the #zee- 
pre-depression ORES a, 
"Dn coustdering these statements, it must 


be borne in mind that in the capital enployed, 
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in all cases, is included accumulated surplus 
and does not give effect to undisclosed profits 
that may have been made but concealed by ad just- 
ments of inventory, or over depreciation of 
assets, or the charging of improvements and 
betterments to operating account, It will 
be noted that throughout the whole period, 
all the companies taken together have made profits, 

10 both of the capital employed as represented 
by books of the companies and on capital 
employed after adjustments have been made for 
inflation of assets bywriting up their value in 
the books of the companies, have “_— allowed 
for. These companies all seem to have been 
carried through the dppression period without any 
substantial impairment of assets snd they have 
all been able to pay substantial dividends on 

20 the money iny ested when: bonas stock Ras been 
elimineted. 

Mr. Howson has prepared a summary from 

& report.of the Federal Trade Commission of the 
United states of America on the Textile Industry 
during the years 19555 1954, showing the earnings 
ef a group of 296 companies (ixaibit 1291) and 
in the year 1935, 302 companies, combining both 
spinning and weaving of eotton goods in the 

30 United States of America... The following table 


indicates that the Canadian mills have been 
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sustained during the dppression by a far greater 
degree shen, the american Millse" 

THE COMMISSIONER: What do you tei. Cintas been 

‘sustained by a far greater degree"? 

MR. MeRUER: =e by the consumerse Take now, 

| for iustance, my lordg-- 

THE CCGMMISSIONTR: I thought you meant they 
had more tariff protection than the Gmerican mills. 
MB, MeRUER:. This is the return on total investment 
in operation after eliminating goodwill. ‘That is, 

'with the teriff protection they have had, they have 

been able to make a better return then the American 

mills» 

THE COMMISSIONER: They have been sustained, 

then, through tariff protection? 

MRe MeRQUER; .Yesy They are quite ready to 

| confess that, They won't admit that they could not 

|} Sustain themselves without it. 


MRe BRUNEAU; Is Exhibit 998 for the four companieB; 


| Mx, MeRuer? 
MR. MeRUZR: I am dealing wit. the four companies, 
_ MRe BRUNEAU: Are these all the Canadian Cotton 
companies or just the four? 
MRe MeRUER: This is made up from the four large 
companies, 
MR.» HEWARD: Exhibit 998? 


MR. MecRUER: Exhibit 998 covers ali the Canddian 
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. MR. HEWARD: © When you come along to Exhibit 917 - 
it is right onthe next page, Dominion Textile Company, 
| Exhibit 917, will you give me the page nunber, 
| where these figures are derived from, from what pages, 
the percentage figures, 
MR. MeRUER: Well, it will be worked out from that 
Mr. Howson will look that ups © Now, this is the 
| feturn ‘on the - total investment in operation after 
10 || eliminating goodwill, and the American return is 
worked out ih the same way, anf that means this: 
that it is giving them every consideration, That is, 
that on the surplus that you have built up through 
a earnings, after paying these large dividends, after 
paying dividends on bonus stock and all that sort of 
thing, giving you credit for that surplus in the 
earnings you have had on it, the Dominion Textile 
Compagy shows in 1933, 15.60%, and all the Canadian 
20 || Companiés taken together show 8407%. @he American 
Companies, 645%. In 1934 the American companies 
showed 1.28%; the Canadian companies 74.91% and the 
¥ Dominion Textile Company 10.30%. In 1935 the 
95 | American eompanies showd @ loss of 1.04%; the Canadian 
Gompenies 7417% earning on the total investment, 
‘The Dominion Toxtile Company 8+07%s 
MR, BALLANTYNE: ° Could we find out from Mr .Howso 
later where he gets those figures. © I eannot find 
them in his Exhibit heres ~ 


MR. MeRUER: Yes, I will have Mr. Howson sit dow 


ort a Sr | =. 


|. Oe siéidet of gneIn sod voy node” | 
| eyasqnod elilixeT nothimed .egsq #xen sdtao 1s | 
| sodas ofaa’ edd oot ovis boy! Ettw ,¥ie #ietize | 
| cones fedw mort ,mott beviteb es ‘tomatt seaen3 ere dv | 


ioe scoring it waayusorw edt 
tant moxt tuo Bedtow of Iltw #P°\ Liew ~ :aaeRS wm 


wit ef aiid wom” kqw tedt Moot Iitw noewor .at 


vette dolteteqo oi fiemteevnt Perot eft no nteret | 
et Hwter asotwmi ed? bao ,Iffwdooy gutventmtte | 


rethd encém teAe hie you emse elf @F tuo Bestrow | 


ei tame ~ snot jatebFasos yreve medt gatvis a? tr dens | 
dguowid Gs titud ovad voy tiitt eulquve ‘vad ao a8ilt g 
setts ,2inebivib egsusi eset aniysy tests egdtoree | 
eo dion edd [£18 bas foose evnod ao shasBlyiS sutyeq | 
eid at exterwa todd tot ¢iBets wey gatvig .gnkte | 
elitxe? solaiaett edd .¢! ao fed evan boy agulatse | 
geibensd eft Lis ‘bae (ROSeeT SSCL ‘al dwore yaeqmod | 
asoivem, em} ah Oe wosa tontegot noxes estos qmod | 
ae inechoo destvests edt 880I nt .8CB,8 we tmiquod | . 


) 
| 
: 


edt bas 2ie,¥ vib bisegiols seidsaeD oct ;RSO8.I Howorle | 
‘ead acet at — /26es08 Yaagedo o Litter otntnod 

| 

es 

| 

| 


| naldsasd edt yor Yo eaot & bewoile eclasqmo deoirema 
dnemtacval fetod edt dO galtiise QVist astm gneo 
e “80088 Widqnoo eitx,T nolnbmed ext | | 
cawoH.1M mort ¢vo halt ow bidoo ~ “saMyTMaLiad om °° | 
Wrasse TT it Greer tote | | 


f] 


hat vonnso I 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO . = CANADA 
14585 


with you and show how they are worked outs Now, 
the return on Capital Stock Equity after eliminating 
goodwill of the companies we find the american compani¢s 
have a return of 6470%; on the Canadian companies, 
10.56% and the Dominion Textile Company 29.82%. In 
1934 the re companies, 0+50%; the canadian 
companies 9.13% and the Dominion Textile 15.84%. in 
1935 the American companies show a loss of 2.30%+ The 
10 Canadian companies an earning of 7.78% and the Domini 


Textile Company 1093%- At another point I give 


se oeningoee 
- rae re 


a comparative statement of the British companies and 
the Canadian Cotten companies. It is taken from a 

cf brief prepared by Mr. Hallam on information given by 
Mr. Gordon in a letter that is on file to Mr. Hallam, 
I think, That is, during these times the British 
companies searcely any of them, were able to pay 
dividends - a very small percentaze of them at any 

20 rate, of those listed on the Oldham Stock Exchange 
end the dividends amounted to 1/10th of 1% or some- 
thing like that on the ecapitel employed in the industry. 


So that through the depression period these cotton 


companies have been carried through in this very 


25 
fine way that I am sure a great many industries 
‘in Canada would like to have been carried throughs 
Now, when we face another period in the future it 
seems to me that the consumers are entitled to say; 
30 


well, you have been carried through well for the 
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last thirty years and now we do not think we ought 
to be taxed forever in the manner that we have been 
taxed through the depression when we have our limited 


buying power to sustain you. Because they cannot 


: argue that this record of earnings is not out of the 
coasumer because they say they could not do it if the 
tariff protection was any ljower, and they say it is 
too low now. 

10 That is all I have tosay about tle cotton companies 

is there any word of Mr. Kellock? 
MR. BALLANTYNE: I phoned him and told him, 
THE COMMISSIONER: Is he better? 
MR. BALLANTYNE: Yes, I think he had intended to 
vi be here this morning, 
MR. MeRUER; We might have our ten minutes NOWe 
It is nearly the half hours 
THE COMMISSIONER: . We will adjourn for ten minutes, 
| 99 ||-- Adjourned at 11.20 A.M. 
-~- On resuaing at 11.35 A.M. 
MRe MCRUER: Then in reference to the Real Silk 
Division of the industry, my lord, ome or two important 
\ things stand out and that is, that in 1926 there. 
25 


were six of the canpanies reporténg to the Government 

in business, and in 1930, nine, and in 1934, sixteen. 

The Broad Silk Industry had its inception in Canada 

in about 1983. In 1926 the Belding-corticelli had 
30 (5307% of the business, but it is fair to say this 


m regard to the Belding-Corticelli Company that it is 
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‘ 
| not exactly comparable - although it is in theSilk 


Division and was put in the Silk Division at ihe 
Price Spreads Enquiry - it is not exactly comparable 


with «2 company like associated Textiles, for instancg, 


because Helding-Corticelli manufacture breids, ribbon 
and things of that nature, in additim to the other 
silk fabric they manufacture. It has quite a 
diversified line. It is a merger of four competin: 
10 silk companies. The merger was affected in 1911, 

and I think my Brief pretty well sets out --- 

MR, BRUNEAU:. Perhaps you might just make a sligh 
elerical correction, 25,000 shares instead of 
2,500 shares on page 201. 

MR. McRUER: There is om thing that we did not 
find eut in cennection with the mergers It was put 
through by a finaacial house ia Montreal and we were 


unable te find out’ how much of the common stock that 


.~ 20 was issued went to the Syndicate on organization of 
the mergere The Companies set up on its books 
a goodwill account amounting to $984,525456, of wich 
$749,500 was issued in common stock and the balance 
$234,823 in preferred shares, so that we have --- 
MR. BRUNEAU: The figures give $948,000 in one 
place, and $984,000 in another, The figures have 
jus. got twisted arounds | 
| THE COMMISSIONER: wWhereabou ts? 
» 30 ||. MRe MeRUER: At the seeond line on page 208 it is 


$948,000 and about half-way down the page, 205, 
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it is $984,000. Mr, Howson will look it up and see 
which is the correct figure. So that your lordship 
will see that the common stock of this wmmpany was 
_Set up in the books as against goodwill and a large 
part of it preferred stock, and I say "On account of 
Common Sfock so issued, $524,650 has been 
paid in dividends since 1911, and $406,830 
in dividends - account of the Preferred Stock 
so issued,” 
So that a total of $930,000 has been paid in dividend 
on account of stock that was issued as against good- 
will and they have written down all the goodwill 
accounts in their books to one dollar, So this 
company has shown a pretty fair record of achievement 
I do ane intend, my lord to give in detail what is 
set out in my brief in respect to the remaining 
silk canpanies, I have dealt with some of the out- 
standing ones here int then summarized on page 206 
the matters affecting the representative companies. 
Just in regard to eg@e Associated Textile Company at 
page 204. That is a company, your lordship will 
recollect, that started in 1929 and starting in new 
in Canada has done extremely well. It had certain 
| advantages in a bonus of $60,000 from the good citizens 
of Louiseville, and its earnings have been good 
end aie been in addition to some barke sums that have 
ros arr" to the american Company a ade eee 


There is $110,000 paid to the American Company efor 
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supervision and sind payment for executive salaries 
in this company have been very high. Take at the 
top of page 207 I summarize the earnings --- 

MR. BRUNEAU; Might I correct that on page 203, 
the figure WS, Makes some little difference in the 
Subsequent calculations because then you will see 
in the next line, my lord, the preferred smres 


will be cut down similarly by $36,000, 


9 A eT SOP LTR AEN A Cte 


THE COMMISSIONER: Which is the right figure? 


MR. BRUNEAU: 948, and that cuts down the ficure 


re same 


in the next line by $36,000. It is the addition of 
the twoe : 

THE COMMISSIONER: Which figure are you talking 
about? 

MR. BRUNEAU: Thenext figure of 234 should be 
198, Similarly dividends calculated on that 234 
amounting to $406,830, in the third line lower down, 
should be cut dow: by-= well, I have not worked 
out the figures, 

MR. MeRUER: Mr. Howson will work that out and 
we will have it inserted, 

MR. BRUNEAU: It will be about $70,000. It does 
not really make aby Gibe table effect in the picture 


MR « MeRUER;: Well, we micht as well have it 


accurate, 


Now, the average profit on sales of these represeg- 
tative companies of the silk Industry have been 7.4%, 


and, as your lordship will remember, as I explained 
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when Mr. Kellock was away, that the profit on Sales 
has all heen. taken before bank og Be in order that 
we may arrive at a uniform basis on account of one 

5 eompany financing on common stock and another one 
on bonds and another one on bank Loans. etc, 

THE COMMISSIONER: | That ‘Sy one company finanein 
on borrowed money it has to pay interest and the 
other financing without borrowed money, 

) 2 MR. MeRUER: Yes, money invested by the share- 
holders. | 

MR. KELLOCK: of course, before you get the 
returns of the company --- 

15 THE COMMISSION ER: suppose you take two persons 
onl one invests $100,000 of his own money and the 
other has to borrow $890,000 and pay 6% interest on 
its Well, you must put them on the same basis to 
i a proper conclusion. You cannot say the 

. second one because he berronet money is to be enabled 
to earn more to give @ profit to himself as well as 
pay his actcat,. 
MRe KELLOCK: No, if you be considering the 
25 returns iit the investor ultimately gets. 
THE COMMISSIONER: What de you mean by the 
Investor"? if he invests his own money he gets 
10% but if he borrows the money he only gets 4%, 


because he has to pay 6% to the bank, They are 


$ 


both exactly the same, 
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MR. KELLOCK: It all depends, of course, my lord, 

if the thing is on a uniform basisy The capital 

is there no matter what the source is. That is one 

things If you do that the earnings on that may be 

uniform throughout but unless you do that, unless 

you inelude the money that is invested, no matter 

what the source is, you do not get a uniform result, 
| MR. MeRUER: You are talking about a different 

10 thing. i am.taiking about profits on salese 

You are confusing it. 

THE COMMISSIONER: if both these investors get 
10%. profit on sales we do not care whether one has 
: to pay part of that to someone he borrows the money 
1 
frome That is his own business but the two of them 
should be on the seme basis, . 

MR. MeRUER: It ultimately goes to investor any- 
hows 

THE COMMISSIONER: In one case the 10% is split 
between two investors, the lender and the borrower, 

MR. BRUNEAU: I want. you to correct one other 
Slight clerical error I have seen. On page 2035, 
the fifth line from.the bottaa, you have the figure 
‘ 273% I think that should be 257. 

TUE COMMIS ION SR: Is that for the same reason 
again? 

MR. BRUNEAU; No, it is just turned around, You 


will see it mentioned on page 2026 The figures 


have just got turned around, 
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MR, MeRUER; Will you check that up, Mr. Howson, 
and we will have it put right. I think 237 is the 
correct figure. Oh, there is no doubt about that, 

i remember thats It is 237, it was not as high as 
273% 

WR. BRUNEAU: That would make a slight difference 
in the cal¢ulation there againe 

MR. MeRUER: Well, that is providing that is not 
10 a mistake in copying, that is all. Mr. Howson 
will check that, 

Now, we come to the Woollen Division, my lord, 
This is a large dividion and it is composed of 52 
) different companies reporting to the Commissions 
ae | I think that is the very substantial part of the 
woollen Division, and it is a little different or 


very different, for that matter, from the Cotton 


Divisions For instance, because we have not got 


20 this same history of the gpvowth of certain large 
companies and the amalgamations that have taken piace. 
With the exception of the Dominion Woollens and vor ateds 
i think there is very little evidence of the Companies 
. that are engaged in the woollen Industry having been 
mergeds They are individual companies earrying on 
in an individual ways A great meny of them are 

British companies that have started up in business her 
end many of them old Canadian companies. 


= I have set out in detail at pages 208 and 209 
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the appreach that I have made to the study of the 


affairs of these companies. 
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There are certain Companies that are engaged in 
Specialty lines, such as Ayers Limited and Kenwoods, 
and we have dealt with them separately. We have als 
dealt separately with the Dominion Woollens and 
Vorsteds, i submit thet we are justified in cone 
sidering the earnings of these woollen Companies in 
eliminating completely Dominion Woollens and Worsteds 
Limited. i read into the recora the report of ir, 
Evans, whe was appointed by the Bank of Montreal to 
ov make a study of their business, He made a report 
on the business of Dominion V@llens and Yorsteds, 
and I submit that a company that has the expe rience 
of this concern, in respeet of Management and all 

| the other matters set out in Mr, Evans' report, e¢annot 
% es taken as any example on which to owns &@ sound 
policy for the future with respect to the woollen 
industry. We have for instance the Forbes Company 


coming into the merger, and up until that time it was 


a@ very prosperous and happy company; but it got into 


these evil associations ana we find it becoming some- 


whet of a degenerate financially. When we study 


the whole woollen industry,withe the exception of 
Dominion Woollens and Wworsteds, we can see that 
25 through the depression years the woollen companies 
were carried very well by the ¢onsumers of Canada, 
Exhibit 1017, at pages 9 ana 16, deals with certain 
representative companies. These may be classed as 
showing good management and may be considered repre- 


sentative of the industry, controlling as they do 
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fifty per cent of the business of the reporking 


company. . 

™e eannot take all the wmpanies and throw, them 
together and say ier must be an earning on capital 
that is invested in all these concerns, irrespective 
of management, and then average then that way. That 
is not sound. The record of earnings on capital 
emphoyed from 1931 to 1955 is shown at page 212. 


This group of companies that did fifty per cent of 


10 


the business show the following earnings on capital 
employed in operations during the depression years 
from 1931 to 1935: | 
1931 5.8 % 
15 | 1932 5.2 % 
1933 9.0 % 
1934 7.0.% 
1935 10.7 % 
ir, KELLOOK: That is tangible capital employed. 
20 | Wr. MeRUER: Yes. oii certainly not willing 
to concede that they are entitled to earnings, on 
intangibles and goodwill and that sort of thing undqr 
tariff protection, because it is the tariff protec- 
‘tion that gives them the goodwills They eamnot be 
ze expected to come and say, "You have given us good- 
will and you must also give us a return on it." 
That is too much, And now let us compare the fore 
going with the figures for the pre-depression year 
A” pean 1926 to 1930. Your Lordship will see that 


these companies have done bétter than they did during 
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the presdepression years; so that if they have any 
excuse at all for being heré, I ean hardly see how they 
Cay justify the earnings indicated, with the lowered 
purehasing power of Canada. I do not see how they 
can justify higher earnings in the depression years 
than those shown in the pre-depression period. The net 
profit-- and if that werd is offensive to ny learned 
friend, as apparently it is, we will say the profit 


om sales--from 1931 to 1935 was consistently greater 


10 


than during the preceding five year period. In 1935 
it was 8.5 as against 4,4 in 1929 or 3,5 in 1928. Tt 
indicates, therefore that thei? profit on sales has 
been higher and that they have been taking a regl ad- 
vantage of the tariff protection afforied then in 1930. 
At page 215 is a table setting out the profit on sales 
for the depression years and also for the pré-depressim 
years, When we eote to look at the individual con- 
panies, we shall see how some of them have got along, 
o Let us take the Brook Woollen Company at Simcoe, We 
discovered that they had an earning, a net revenue 
applicable to eapital employed in operations, as follows. 
‘Ur. KEILOCK: I do not think my learned friend 
should use those words in the sense in whieh he uses 
25 || them. 
The COMMISSIONER: What did Mr. MeRuer say ? 
~ Mr. KELLOCK: The brief speaks of net revenue 
applicable to capital employed and soee & table of 


percentages as though those were the returns to the 


company. They are returns befére these expense 
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charges comeout. 

Mr. NeRUER: What expense chatges ? 

Mr. KELLOCK; Before bank interest is taken care 
of. 

“he COMMISSIONER: The fact that one person has 
to barrow his money and pay interest upon it is no 
reason why he should be in a privileged position. 


He must be in the same position as the man who is 


not under the necessity of borrowing. 


10 


lit, KELLOCK: My criticism, My Lord, has reference 
to the words “net revenue", 
The COMMISSIONER: Whether the profits are divided 
between two investors, the lender and the borrower, 
# or go to one individual, itis a profit just the SAMS 
Mr. KELLOCK: But what is the value to the 
commission in considering what is really a gross 
return to a company ? 
The COMMISSIONER: You are using that word nap hly 
|| YOU S8¥ “gross return". The fact is thatitis a 
return, end what becomes of it is a different question} 
Whether it goes to one man who has invested his own | 
money or to two men because one of them has had to. 
borrow from the other is Something that deez not 
25 affect the nature of the return. 
ir, KELLOCK; But if one is considering how a 
company has got along under a certain tariff ares } 
tion, I submit, My. Lord, that it does make a 


difference. 


30 The COMMISSIONER: Mr. MeRuer is looking at it 


from the point of view of what the consumer paid and 
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what the company got from the consumer. Whether the 


company had to wy a part of it’to the people from 


whom they borrowed money doesj{ not, in my opinion, 
affeat the situation. In what way do you say it does? 
| Bre you going to put two companies on a different 
| basis because one operates on capital that is not 
borrowed and the other operates on capital which it 
| has had to borrow 7 
Mr, KEILOCK: I would be content to put alt the 

share capital together, whether it is preferred or 
not, or even adding bonds. 

The COMMISSIONER: It is capital nevertheless. 
Whether or not it is borrowed, the earnings are there. 

Mr. KELLOCK; If you are comparing what a esrtain 
amount of capital has done in certain hands with 
what it has done in other handa, = ean ses the argu- 
ment. But if you pidk out an individual comm ny 
and say that the net revenue applicable to the capital 
employed by that company is so much, then I submit 
thet it is not right. 

The COMMISSIONER: It is met revenue. 

Mr. KELLOCK: Not for that compariy. 

‘The COMMISSIONER: It is. The fact that the 
company has to pay inverest to someone on money that? 


it has borrowed on account of its capital does not 


affect the question that we sare considering here. 
The question is as to what that capital has earned. 
If the capital earns ten per cent, the fact that you 


| are in the hands of a usurer and have to pay out nine 
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per cent of it does not affect the situation. The ~ 
Capital has earned ten per cent, and that is the fact 
to be wnsidered. 


My, KELLOCK: Yes, My Lord, but when you come to 


consider the return-- 

The COMMISSIONER: Suppose you had to pay twenty 
per cent interest on the money you borrowed, are you 
entitled toa return of twenty-Siz jer cent in order 
to allow you something fair for yourself ? Can 
a you expect to pay your usurer twentyper cent and then 
make six per cent for yourself 7 

iy, KELLOCK; I submit that if I have to incur 
certain expenses to earn a profit, that fact must be 
taken into account, 

, The COMMISSIONER: Expenses are a Sifferent matter; 
but you bfing your eapital and set it to wokk and it 
earns a certain amount. i do not care how you got 

the capital; i do not care whether it Came to you as 

a a gift, or whether you borrowed it, or whether you 
had earned it and yat it aside, That makes no 
difference at all. Here is so much eapital and here 
is what it has earned, and that is the question to be 
considered. | Unless you put all companies on that 

95 |Pasis you wiil obtain very improper results. 

Mr. KELLOCK; I agree with that, when you are 
putting one Company side by side with another, But 
when my learned friend gets down to individual cases, 


f you wish to see what this company has actually 


30 parned for itself you eannot take that view. 
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The COMMISSIONER: 1+ makes no difference for who 
it is earned; it is earned, If you say tht in the 
ease of one company it is not to be called a net retu 
because the capital has been borrowed whe reas in the 
case of another company you will call ita net return 
because there has been no borrowing, you can see 
what confusion will result. 

Mr. KELLOCK: Youwill have the same figure in eac 
case, 

The COMMISSIONER: 1 understand your submission, 
but in my Opinion, to give effect to it, would have 
two classes of companies and there would be a differ- 
ent meaning attaching to the words "net return" with 
respect to each class. 

Mr. KELLOCK: Should it not be necessary to find 
out what the shareholders &S &@ class have received ° 

Mhe COMMISSIONER: I do not care what the share- 


holders earn, I do not care whom they get their mone 


‘from and what interest they pay. That may vary a 


dezen times from one company to another and we cannot 
take that into consideration. the proper principle 
is to say this is so much eapital employed and to 
consider what that capital hes earned, 7 
Mr. KELLOCK: I shall have to argue the point late 
My Lord. | 
“* “The CoMMTSSTowER: I wil] hear you on that point 
when your tine’ comes, 
lr. MeRUER: My learned friend's case in this res- 


pect is not a strong one, because t ‘have worked it out 
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;also on the basis which he suggests, taking in the bank 
‘loan. it gives a bigger return, because they earned 
more than they paid in bank interest. L submit that 
the only satisfactory basis on which we can argue is 
the one ‘that we have worked out. 

The COMMISSIONER: What particular company are 
you referring to now? 

Mir. McRUURs 1. am dealing now with the Brook 
Woollen Company of Simcoe, in 1931 their net revenue 
xe applicable to capital employed in operations was 43.1 
per cent. Worked out on the basis of paying bank 
indurest it would be 45.7 per cent. , 

Mr. KBILOCK: You take the bank loan out of capital| 
and revenue out of revenue 7? 
a Mr. McRUER; Take the bank loan out of capital 
and revenueout of revenue and you have 45.7 per cent 
earned on capital employed. In 1952. the net revenue 
applicable to capital employed was 17.9 per cent and 
+ worked out on the other basis it would be 18.9 per cent 
ft submit, therefore,that the basis of our calculations 
| is not unfair to this company. In 1933 the figure 
jas given in the brief is 27.4 per cent and on the basis 
suggested by Mr. Kellock it is 29.2 per cent. In 
9, || 1954, according to the brief it was 17.3 per cent and 
in 1935 37.3 per cent. . But what I was emphasizing 
was the comparison of éhese earnings by this company 
|during the five year depression period with the pre-~ 
depression period. ~ There is this te be said algo. 


| it will no doubt be advanced by my iearned friend thet 
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you cannot take one company and say that it hes made 
a large profit, but that you must consider along wi ti 


that the company that has not made so much. The fadt 


is, however, that one tariff protection is there, 
common to all, and it has been made high enough te 
provide for this sort of profit, and it is the con- 
Sumer thatpays it, I submit that they cannot jus- 


tify it, the tariff protection they receive on 


the goods that are manufac tured by this company, and 
show profits of the mk kind which we see here--45,1 
per cent in the year 1931 and 57.5 per cent in 1935, 
pen articles that are as much necessities of life to 
the consumer as these woollen goods are, Take the 
net profit on sales, and consider the depression 
years aS compared with the pre-depression years, On 


is under a lower tariff ana the other under a higher 


scale of tariffs. The percentage of net profit to 


sales is as follows: 


1931 19.9. % 
1932 8.1 % 
_ less 13.5 % 
1934 8.5 % 
19355 17.0 % 


This seale is somewhat higher than the seale 
in the previous five years. in studying all this 
I have set the figures out in this way throughout the 
brief, giving a comparison of what they did in the 
two periods--what they were able to do when other 


people were unable to make a living. And after all, 
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the purchasing power of the individual had been con- 
siderably reduced during the depression years. 
Restore that purchasing power and see what return 


this sort of tariff protection would give to these 


: companies if it were perpetuated. There would be 
an increased market in.Canada through the return of 
prosperity. But we must consider the opportunities | 
of throttling the return of prosperity afforded by 
the maintenanee of this high seale of returns. 

, . Let us look now at the Paris Wineey Mills 
Company. The brief sets out the record of net 
revenue applicable to capital employed in the opera- 
tions of this company for the depression years. 

15 The figures are as follows: 

1931 6.2 4 
1932 6.9 % 
1933 12.2 % 
1934 14.3 % 

20 1935 12.8 % 

The figures for the pre-depression years are: 

1926 : 11.2.% 
1927 5.9 % 
1928. Ae6 % 
25 1929 ! 6.6% 
1930 | 403 % 

When we take the record of net profit on sales 
for the depression years we find that they are. 
uniformly higher--sometimes double and usually - 

30 


nearly a third higher than in the pre-depression yea 
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Then there is the Paton Manufacturing Company. 
We find that fron 1931 to 1936, vith the exception 
of 1955, when it was low, there has been a uniformly 
good rate of return on ¢apital emphoyed and an averag 
in the depression years pretty close to the average 
of the pre=depression years with the exception of that 
one year 1938. I do not know whet the reason was 
for the drop in that year. 

Then there is Patons and Baldwins, timitea. This 
4 company manufac tu tes wor sted yearns only, and ¥ wish 
to say sonething in connection wi th this because it 
involves a different principle. Their Garnings, 
net revenue from capital employea in operations for 
- the years 1931 to 1936, are as follows; 

| 1931 icin 8 

~~ 1932 12.7 % 

1933 19.4 % 

1934 spartan 22.4 % 

Ma i935 | 30.5 % < 
1936 | "$4.2 % 

One wonders what a company could expect in de- 
pression times, with rates on bonds away down, and 
other returns on investments also down, when in the 
year 1936 it could show 34,2 per cent return on 
capital employed, What I want to emphasize is this. 


Let us take the comparison between the years prior to 


the depression and the depression years. This eom- 
pany apparently started business in 192¢9 and the 


figures for the years 1929 ana 1930 are considerably 
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Lower, and that may be accounted for by the fact 
that theyg had just started business. But the point 
is that this is a company that manufactures raw 
material for the weavers in Canada, I+ manufacture 
only worsted yarns; that is their only business. No 
we find that in 1928 these yarns were free fron 
Great Britain and the company started up under a. 


tariff that provided for that free entry of yarns 


from Great Britain, with a tariff of ten per cent 


10 


under the intermediate and twelve and a half per cen 

under the general; and we find them with a return 

on capital employed for the first year of 14 per cent 

and in 1950 the figure was 14,2 per cent. In 1930 

; they were given a drastic inerease in tariff on this 

% raw material, At the foot of page 217 1 have set 
it out again so that we ean get the comparison. 
instead of the commodity being free from Creat Bri tai 
it is subjeet to ten per cent ad velorem and 10 cents 

i per pound, while under the intermediate it is 17 1-2 
per cent and 15 cents per pound and under the general 
RO per cent and 17 1-2 cents per pound, And from 
1952 to date the only change made was 2 1-2 cents 
per pound taken off under the British preference, 

95 v@ also set out the tarirr affecting other types 

of yarn. ‘hat I want to emphasize is that the 

principle is all wrong, the principle that provi des 

& high tariff pxroitection for something that con- 


stitutes the raw material for others, because it 


30 means that you give these people a high protection 
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in the first place--and remember that the number of 
persons they can employ is not ~ large when compared 
with the entire economic structure of the country-- 

| and it means also inereasing the prices of raw 
material to the weaver who in turn has to have a | 
higher protective tariff to protect himself, and | 
then an inereasing in price of the woven material to | 
the secondary manufacturer, who again has to have a | 

higher protection, so thet it is a process of | 
pyramiding &11 along the Line. But when we find 

that it is put on at the start to provide a return 
such as we find here, I submit that it is siiaetiea. 

The COMMISSIONER: I suppose their competiticn, 
if any, comes from Great Britain # 

Mir, Me RUER: I should think SO, yes. it seems 
that in getting the tariff protection they did not 
negleet the internediate and general items with an 
increase from 10 per cent in 1928 to 17 l«2 per cent 
plus 15 cents per pound under the intermediate, 

i have déalt with the Daminion Woollens and 
Worsteds at page 218 and have quoted from the report 
of iir. Evans with respect to all these different 
milis, { do not intend.to dwell at all on whet f 
have said there néieows 22 + repeat it. I believe it 

“thakes a clear case and shows that this has been a 

merger that has loaded other companies with high 
overhead and that there has been poor manacement, 
according to Mr, Evans. Whatever may be true of 


the whole thing, it irons out to this, that for 


our purposes it cannot be taken as representative 
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in any sense of a condition on which to establish 
@ sound policy for the future, 

At page 223 I have classifica the types of 
goois manufactured by the different reporting 
companies, and I just want to say a word in reference 
to Ayers , Limited ,and Kenwood Mills, Limited, which 
will be found at the bottem of page 223. L quote 
from the brief: 

“Exhibits 1064 and 1069 summarize and 
analyze the record ere two companies 

for ten year priod from 1926 to 1935... The 

business of Ayers, Limited, consists of manu- 

facturing paper-makers felts of wool, cotton 
and asbestos and woollen blankets and mis- 
cellencous cloth lines, The business of 

Kenwood Mills, Limited, consists of paper- 

makers felts, blankets, bedspreads, and bath- 

robes," | | 

In regard to Syers, Limited, from 1931 to 1935, 
we find that their met revenue from capital employed 
in operations ran from 4,9 per cent to J1.7 per cent; 
and from 1986 to 1930, under the lower tariff 
schedule, it ran from 14.3 per cent to 3,6 per cent. 
I do not know whether the reductions in 1928 haa 
anything to do with the lower return in those last 


two years. There is one cireumstance to be noted 


about this Company, it has a substantial business 


in the manufacture of paper-makers felts, and there 
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isa sibhaes 4 of that,at any rate, which is export 
business, I think they have been exporting paper- 
makers felts to Japan. 
Mr RELLOGK Are you sure of that ? 
Mr. MoRUE “Rt That is one of the things to which 


the surtax was applied. 


Mir, KELLOCK: But did this company ? 


Mre Me@RUER: Oh, I do not know about this company. 
fy | They do an export business, but wnatnae this company 
| exports to Japan I do not know. It is afact however 
that Canada does export paper-makers felts to gapan, 
Now we see here the maintenance of a very high average 
i ea the depvesston years of the profit on 
15 inten tina, on sales, 

| Let us come to Kenwood Mills, Limited, They 
are interesting in this sense that, as Your Lordship 
Will reneuber, I emphasized particularly the very 
high duties that prevailed in respect of blankets 
20 and the sr duties that have prevailed since 1930 
and that still prevail. the capital employed in 
| operations from 1931 to 1935 shows returns of from 
16.7 per cent in 1931 to a high of 26.4 per cent in 
1935. That is not too bad. During the pre-depres- 


= sion years it showed returns from 16.1 per cent in 


1930 up bad Rags per cent going back to 1926. Se 
thet Shey did not do too badly under the lower tariff 
wtheteles between the years 1926 and 1930. And the 
| ratio of net profit in sales to sales for the sane 


30. 
periods was as follows: 


otf. 
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1931 17.2 % 
1952 17.0 % 
1933 27.1 % 
1934. 24.8 % 
1935 23.7 % 


And from 1926 to 1930: 


1926 24.8 % 
1927 | 21.3 % 
1928 21.4 % 
1929 14.7 % 
1930 16.3°% 


So that without the excessive increase in the 
tariff that took piace in 1950 in respect of these 
articles, the company seemed to have done fairly 
well, 

Now we come to the knit goods division. I 
propose to treat this very much in the same way as I 
treated the silks. i have set it out in detail in 
my brief, but I wish to say something with respect 
to the Penman Company, because that is a company 
that has undergone considerable capital reconstruction 
--I will call it that, putting it mildly--with the 
result that there is outstanding in the hands of the 
public a good deal of common stock that was what I 
call bonus or promoters’ stock. The company was in- 


eorporated to take over the business of the Penman 


| Manufacturing Company. 


The COMMISSIONER: In 1906 ? 
Mr... MeRUER: Yes. 
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The Penman Manufacturing Company was incorporated 
in 1882 to take over the business which had been 
operated by John Penman. John Penman had come to 
| Paris about 1879 and had gone into business there 
as a manufacturer of knét goods and the original 
| capitalization of the company was $250,000, with 
$204,500 capital stock Liceuet, In 1893 the company 


/had accumulated undistributed profits amounti ng to 


$273,762, This is an example of what I emphasized 
Ls earlier, namely, thet the consumer provides capital 
ail the way through for the industry, and itis a 
| question how far the consumer can be called upon to 
go on providing a return on that capital. There are 
a different ways of doing it. Cne is to split the 
stock @@é¢ as soon as there is a nice surplus and 
then call for a dividend on that stock. 
The COMMISSIONER: Is that what happened here ? 
Mr. MecRUER: Yes. 
Ss The COMMISSIONER: In addition to that they 
paid dividends ? 


Mr,MicRUER: Yes; we have the dividend record. 


in 1893 the company hag accumulated profits amounting 


to$273,000 odd. Capital stock was distributed 


25 || @mong the shareholders pro rata to this amount, 


ee 


Subsequent to the issue of this stock dividend the 
company purchased the Henderson Mills at Thorold, 
the Coaticook Mill, the Ellis property at Port 
Dover and the Bates Felt property, and issued in all 


30 ||for the purchase of these properties $244,000 of 
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capital stock. To that axtent therefore, the compan 
was a Merger of these independent concerns. The 
capital stock outstanding at the date of ineorporatio 
of /enmans, Limited, in 1906, was as follows: 

5 Original capital stock $204,500. 


issued as stock dividends on 
original Anves trent of 


$204,000. |. 274,100. 
Issued for acquisition of 
properties 244,000, 
: 6722 ,400. 
10 4 
When we come down to the financial reorganization 
that took place in 1906 we find thas $574,400 was 
invested, we will say actually invested in the pro- 
perty. When Penmans, limited, was ineorporated in 
| 15 1906 it took-over the properties of the Penman 
| | 


Manufacturing Company, with the exception of $25,000 
which ms invested in the Paris Plough Company. A 
syndicate was organized and air, D. M, Stewart of 
the Sovereign Bank seems to have acted on behalf of 
20 the company. They acquired the capital stock of 
the Penman Manufectaring Company at $350 per share. 
The amount realized by the Shareholders of the out- 
standing capital of 7 » 224 shares was £2,528,400. The 
| result of the business was that for $204, 500 invested 
23 |lin 1882 ana $244,000 issued for properties, a total 
of $448, 300, the shareholders realized in 1906 
$2, 528, 400 and drew 59 dividends in the meantime. 
The ‘complete record of these aividends is not avail- 


able. ‘The reason that we oe 39 dividends were paid 
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is that the reeord shows the number of dividends from 
year to year. They paid, over a period of twelve 
years, a total of $575,000 in dividends, in addition 
to the dividends for the years prior to 1892 coneern- 
ing which no information is available. That total 


of $575,000 is for the years from 1892 to 1904. 


Now we come to Penmans Limited, and a consider- 
ation of what was done by the syndicate there. I can 
summarize it in this way. Under the arrangement | 
10 made, the company provided--that is, the new company 
~-the necessary capital to take over the assets of 
the Penman Manufacturing Company, and $2,000,000 in 
common stock and 9471,600 in preferred stock went to 
the syndicate. That is after the bonds were issued 
- and the preferred stock was issued, sufficient to 
provide capital to pay off the shareholders in full 
at $350 a share. The members of the syndicate 
got out of the pot, so to speak, all the common 
fu stock and $471,600 of preferred stock. 

When, therefore, we come to deal with the 
‘earnings of this company of dividends that have been 
3h a we must realize that the common stock and 
$471,000 of the preferred stock is all prenetexs’ 


2 stock, so to speak. There was nothing invested by 


investors for that stock, and the only thing that 
| gave it walue was the earning power provided by 
tariff protection, 

The commission adjourned at 12.30 Dem. to 


resume at 2,50.pem. 
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AFTERNOON SES SION 
~~ On resuming at 2250 Polls 


ARGUMENT BY MR. MeRULR, K.Cs(Resumed ): 
I was just. desling with the incorpomtion of 
| Pemmeans, Limited, end the issue of thet portion of the 
preferred shares and the common sheres that were issue 
to the syndicate that brouht about the ares 
Then, we heve certain shares that were issued to acquire 
10 the Ancher Knitting Company, and that completes the 
echeiges that heve been meade in the capital structure 
of the compeny except the splitting of the sheres that 
took place later on. In 1927 -- this is dealt w ith 
at the top of page 230 -- the company's share capital 
emounted to 21,506 shares, common sheres,of e par 
velue of $100 each which were exchanged for 64,518 
sheres, that is, split.three for one, 

THE COMMISSIONER: Without eny par values 

MR. McRUER: Without my pa@ value, yes, my lords, 
as $0 that we heve them starting off with the common shares 
all bonus sheres, pert of the preferred stock, and the 
“these common sheres ultimately split three for one, 
Now, exhibit 1070 shows the finenciel record of the 
company since 1907 and shows that there have been 


2 
paid im dividends on the preferred stock $1,869,575.00 


end on the common stock $4, 795,856,00. 

| "fhe good-will, smounting to $2,257,955.60 has beqn 
written down to $1.00, and the eompany has to the 
eredit of: Surplus and Keserve Account, $2,558, 602412 ". 


Now, that is a pretty spectacular record considering 
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thet 44% of the preferred stock on which these earnin 
were earned, and 100% of the comnon stock, was issued 
as profit to the syndicate Organizing the ¢ anpa ny, 
Now, I hed a calculation made to show what hed been 
P paid in dividends on these securities tha t had been | 
issued as a bonus, end we find that there ig $5,694, 60B-- 
THE COMMISSIONER; Whet dia you say sbout the ? 
MR. Mg RUER: $5,694, 608-- . 
Tie COMMISSIONER: What dees it repr esent? 
10 MR. McRUER: I+ represents dividends that have been) 
paid on the Securities that were issued as bonus to 
the Syndi ca te, 
MR, KELLOCK; It is not correct to sa bomns , They 
were issued for goodwill, The Compeny got sn aget, 
15 | ME. Me RUER; My friend ean call it socdwilj; I eal 
| +o bonus» 
MR, KELLOCK; rs is misleading to eall it bonus. 
MR, MeRUER: I dm't think S Op 
THs COMMISSION ER: in here you call it good will, 
20 You say "securities represented by goodwill and inflat: now 
MR. KELLOCK: He goes on to Say -- "whieh may be 
regarded as bonus securities", 
THE COMMISS TONER: Well, that is an argument, 


MR. Mg RUER; “The earnings sceraing to these seari es 


a as showm by the Reserve and Surplus Account, amount 
to $4, 510,696.08 
Now, there egein my argument that i presented earlier 
Fase into play, that is, Gan this company, after hay 
i pa ta out $5,694, 608 on this stock thet I Gall bonus 


stock, stock that was igued for good will my friena 
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calls it, stock for which no money was paid, and this) 
company has over end above that a reserve and surplus 
eccount im respect to that stock of $4,510,696,00, can 
they come along to-dsy end sey “we want tariff protecit- 
ion to give us 4 return on that cepital that we heve | 
in there", $4,510,696.00 built up out of the consumajs*’ 
dollers and cents under tariff protection, 1 surely 
is unsound to ettempt to bese a tariff protection on 
capital employed in the industry when we find thet tHe 
gonsumer has contributed $5,000,000 in dividends on 
stosk for which no money wes paid, and that in resp 


to that stock that they give it en asset value of 
$4, 510,000, 

"For no cepitel investment in theo ompany at all 

the promoters of the syndicate that organized tht 

company in 1906, have reelized $10,205,504,00," 
Now, it is just precisely a repétition of the affaird 
of the. Dominion Textile Canpany, and the men geue rt 
of the company has, to a certain Gegrese, been under the 
seme. manegement as the Dominion Textile Company, the 
Same president; I don't know how many of the directors 
ere the same. 1 heve never looked that up. 

The net prefit to sales -- now, we eane down to 
depression years -- we find they run from 5% to 8%, 2 
in the pre-depression years from 5.9% to 9%, Now, W 
come to the net revenue to capital cup layed in operatiions 
in the caapany for the ten year period, end I say: 

"It cennot be taken as any gnide in view of the 

_— thet the whole of the capitel, with the ex- 


*eeption of the portion of \the preferred stock ané 
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"the bonds, is accumulated profit", 
That is, profit that has been earned on shares for 
which nothing was paid. The net earnings on cepital 


employed in operations, even on thet basis, have mn 


swenes sauce 


from 3.6% to 6% in the depression years, ‘That is, 

they have got e return on this capital that has been 
created out of the consumerg* money, and not invested 
by the investors, of 3.6% to 6%, thet is, if anyone 
Seid give to me to-day cepital thet I did not have to 
wark for of a few thousand dollars and the n provide 
me with a return on it I would think they were being 
very kind and gmerous to Mey 

MR, KELLOCK; You sre not suggesting we did not have 
to work for the acoumuleted profit, 

MR. McRUER: I certainly suggest you didn't, You 
paid the cther men thet worked for it, probably didn' 
pay then enough, but the people that worked for it 
we assime heve been paid, It is an accumulated profit 
to people that did nothing, 

WR. KELLOCK: Except risk their na aes 

MR. McRUER: They didn't risk the ir money. They ai i - 


risk a cent, They took bonus stock, My friend is 
getting in deeper water all the time, 
MR. KELLOCK: You are the men thet is talking about 


25 
the waters 
MR. MgRJER: I know there is plenty of water eround 
it. There is nerly a flood, 
ae em sidering the operations of this Company 
30 from the point of view of the consumer, it mst be 


borne in mind thet the congumer has contributed te 
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who invested nothing in the Gompany have derived 
the beriefit of the consumers’ catribation, this 
-gmount being $3,000,000.00 more than the total 


capital enpleyed in the manufacturing op@ations 


"the earnings of the Company $10,205,504,00. = 
of the Comeny.” 7 | 
Thet is, they have invested no money and the ¢ onsumer 


hes povided them with 95,000,000,00 more than the 
total capital employed in the menufeewring umidlinl 
# 


10 "Phe ¢asumers, in effect, have purehesed the entire 
plent, end presented it to the omers for nothi 


and in addition heve provided them with $3,000,000.00 
net profit, and $1,904,949.14 for depreciation". 
Now, I mede a caleulation in this fran the 
18 consumers’ point of view. We might consider the 
matter by ascertaining the position that the company 
would have been in had it-paid no dividends on the bogus 
preferred and common stocks Supposing they hed just 
teken end done this, paid a retwn on capital ectmil 
2 invested end paid the return thet the peqmle cmtracted 
fore We find how the shares went up by 1905 in the 
old compeny,-- they hed risen to $350 a share, but 
even teking it on that basis,allowing the profit on 
thet, if they hed paid a return on the securities th 
were issued by the caupmy for essets, but no return 
on the securities that were issued for good will, or 
as a bonus, end i submit that securities issued for 
good will: ina protected caupmy cannot be regarded 
as securities on which they are emtitled to « return 


because it is the protective teriff that creates the 
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good will, and then heving created the good will for 
them they cannot say “now, you must give us a dividend 


on the good will"; that is rather sdding inmil1t to 


injury. Now, "Net current assets as per books of the 


Compeny, after dedacting trade & operating Liabilities 


$2,412,824998, Inventory reserve, $150,000. Outside 
investments $76,100", Then, we make a eeloule tion, 
“funds which would be aveilable had dividends on bonus 
preferred and comon stock not been paid", and again 
salculsting simple interest on.thet at 3%. Thet is, 
if, instead of paying a dividend out on this bonus 
stock,they had retained the money and invested it at 
3% they would have hed a fund of $7,583,890, Now, the 
have got value of lands, buildings and mschinery,less 
depreciation, of $14,620,945.72. Now, the eepital 
liabilities are dedusted -= 
THE COMMISSIONER: Where do you get your velues 
there in this case? 
MR. MgeHJER; Right from the books, my lord, for 
the good will; these were all teken from the ir bookgs 
. THE COMMISSIONER: 1 am referring to the item for 
vane of lends 
MR, MgRUER: Yes, that is the d@reciated value o 
the lands and buildings as carried in their books, 
Whether they have a greater value on an appreisel or 
not I dm‘t know. The, we deduct their capital 
liabilities, bonds outstending, and that portion of t 
preferred stock that wes issued for assets, and not 
for good will, and the common stock issued to purchas 
the Anchor Knitting Compmy, $40,600, meking total 
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outstanding liabilities. of $2,420,500, Then, we have 

a balence of $12,200,445,72, That is, if they had 
pursued thet method of finencing, that is, pay every 
everything for money they have invested, but pay nob 
anything for e retum on bonus stock, or watered stock, : 
they would have hed on hand a fund of $12,200,445472 | 
whip h would have enabled them to pq off their buildings 
and lend at the depreciated value of $4,398,130,75 ena 
left about $7,822,514,98-for them to invest in outside 


securities end get a return on it. Now, first from | 


the emsumers’ point of view that is what the c msume¢ 
hes done under the protective tariff in the paw te 

They have done that. They have actwily provided ther 
with a fund tiat, hed it been handled in that way 
instead of the exploitation that took pleee, shows 
the position that the company would have been in, 

On the other hand, could they come now before any Goyem- 
ment with thet position, timt bal mee sheet, and 
justify the teriff proteetion they have at the present tim 
They would not be listemed to for a moment with ae balame 
sheet of that kind. On the other hami, could they avm 
justify for a moment the wages they have paid to the ih 
employees with a balance sheet of that kind? Consida 
how the employees heve fared compared with those who 
did not put a cent into the business; sll they did was 
promote a merger. | This is the company that penalized 
the employees for meking errors in their stockings, 
and fined them end mede them do two for ones 


THE COMMISSIONER: Deo I understand you to say 


thet those wio promoted the merger had this stock 
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| gllotted to them under the nee of good will? 

MR. MeRJER: Yes, they promoted the merger end sto 
was sllotted to them and charged up on the books as 
good will, 

THE COMMISSIONER: Gooé will means something different 
| then that, I+ is something I get for going out of 
business end letting you come in and take my places 

MR. MeRJUER; Well, as a rule that is true. You ca 
sell out and you heve a good name and trade and posi tien 
ei end probably an edvyertising campaign end all that sort 
of thing behind you. 

THE COMMISSIONER: Yee, ami then I retire end hand 
everything over to you, and I abstain from competing 
a with you, 

MR, MeRUER: But they didn't even promote a merger 
here, All they aia wes turn the Penman Manutfec turin 
Company over to Penmens, Limited, 

THE COMMISSIONER; And the old company died, 

Ee MR. MgRJER: The 01d company died, They just 
applied fera new charter and went on doing the same 
bus iness, 

MR. KELLOCK: A new comeny« 

MR. MgRUER: A new compeny, in which these people 
78 besom interested in the common stock and in that way 
get their $2, 400,000, 

THE CCMMISSIONER: I em just o meidering whe ther 
there is anything there at all that you can cell good 


will in a transec tion of thet sorte 


MR. MgRUER: Ordinarily I should say no, end with Ja 


teriff protected industry when the tariff must neces 
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provide sny good will that they heave got, escord ing 


to themselves, I should say twice no, Thet is about 
the wey 1 would put it. Ty ise gler ing example of 
whet ean be done under a tariff protected industry, 
and they nwt heave had more than ebundant tariff 
proteetion before they were raised in 1930 bese we 
most of these earnings, or at least more occurred 
/befere 1930. This stock that wes issued got its 
value by earings thet were priorto 1930, Ideal 
with this later on when I come tc another question 
and it is e Serious problem with these teriff pro test 
| dnaustries, We start off, in the firs? plee, with 
‘this stoek issued for the so-called good will and the 
promoters pay nothing for it, do not puts ¢ ent into 
the company, Then they go on and get it built up and 
the ¢onsumer gives them a return on it that justifies 
them in splitting it three for one, and then it is 
epread out on the publie agein, and then they come al 
end say “the bigger the spread the more props we have 
got to have, end the more teriff protection we need 
pay a dividend on the split shares} three to one, w 
the shares head no substance in the first plese, Une 
thing that I think your lordship will heve to conside 
is what control there has to be taken to prevent this 
gort of thing. . If this had been prevented in 1906, 
if there hed been someone to 7 "no, you dont, you 
cannot cepitelize a tariff pro tected company in that 
and turn the sheres over and make $2,000,000, or draw 


out $2,000,000 worth of stock, and then expect the 


consumers to pay you dividends on thet", it would he 
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been a better thing, No wonder there ere a good m 
knitting coupenies springing up, end we will find ag 
time goes on, with returning prosperity, the same 
sort of thing will go on smong the knit ting compeniet. 
We will find the Monarch Knitting Company, and 
Stem@ields and the Merewy Millis, and so on, will -s 
be picked up by some promoters from Montreal, or 
possibly from Toronte -~ I don't think they are above 
doing thet in Toronto, They will be merged end bon 
stosk issued end then the public in 1945 will be eskda 
to ingreage the teriff and give them more supports 

Now, Lem not going into detail with the Monarch 
Knitting Company, We hed that all pretty well at 
Dunnville, endwe remember the spectaculer increage 
they had. in the dull times between 1905 and 1910, 
when the originel incorporeters put in $7500 end sol 
out about 1912 for $750,000. 

THE COMMISSIONER; 1909. 

MR. MgRUER:. 19097 

THe COMMISSIONER: Thet is my recollection. Yes, 
$7500 had grom to $750,000 by 1909, ‘Then, there wes 
en incorporation which remained sort of e closed 
corporation, ‘eonsis ting of the shareholders, the orig 
men and their wives, Then, I think a little later 
about 1912 -«- 


MR. MgRUPR: It was 1912 that they acwelly sold ou 


THE COMMISSIONER: I know, but before that in 1909, 
if you will look it up; I am just telking from memory, 
In 1909 -- they re-ceast their orgenization in 1909» 
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| 6nd hes hed a very spectacular experience, However, 


MR. MeRJER:; I think your lordship is out on the 


date, I have quoted from the evidmce here, at page 
235 of my briefs 

"OQ. So tha t Meese of you got in eash in 1912 

$750,000.00 for the original investment é@f $7,500.00?" 

THE COMMISSIONER: They got it out then, but they 
valued their investment at $750,000 long before that 

MR. Me RU ERs That may Dees 

THE COMMISS IONER: "The pertuership was formed in 

1905 when the — partners ¢antributed to capi 

97500400. Monarch Knitting Company Limited (inco 

porated in 1908) consisted of 1500 preferred shar 

and 1000 common shares of $100,00 per velue each,” 
Thet is the first inecorporetion and we were told then | 
that their assets were worth then $750,000, 

MR, MeRJER:; Well, they may have been then, but the 
got the ir cash out in 1912 and I think reinvested in the 
new compeny at thet time. Now, certsin representative 
compmies are dealt with. I just summarize these at 
pege 256, and I am going on now to deal with the subjeft 
of hosiery whieh, of course, is under a dif ferent tari 
item, and, of course, there are many different kinds 
of hosie Ws 

THE COMMISSIONER: What page sre you on? 

MR. MgRIJER: pe 257% There is full fashioned 
hosiery, which is ladies silk hosiery, end cotton, 
woolen, meny different kinds. 

The Cenadian Silk Products Corporation is a compe 


engaged in the manufacture of full fashioned hosiery, 
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this should be said in respect to the Cenadian Silk 
Produéts that I think it is 25% of the ir business is 
export business; that is right, is it, Mr. Howson? 

MR. HOWSON: Yes, 

MR. MeRUER: So that they had a substantial exp ort 
business, and in regard to them whet I sey about thes 
other companies thet hed no export business cannot 
be teken es true, because if a company does an exp ort 
business it cannot Ye said that the teriff pro tection 
is entirely respons ible for the profit the c omeny 
hes earned, I+ is the consumers of some other countr 
who pay on the export business, end we must bear that 
in mind; 

This company on an investment of $48,375 made 


in 1924 now has given dividends smounting to $926,032, 


e 


end has $1,267,068,75 in undistributed surplus and resp rve, 


end it hes written off $150,000 loss on its outside 
investments. It seemed to be more unfortunate on its 
outside investments than it did on its inside invegt= 
men td> 

The net profit on seles for the @epression years 
runs from 15.7% to 20.7%, and in the pre#depression 
years from 148% to 24.5% so we see that these profits 
have been mai nted neds Now, when we come down to the 
percentage of net revenue to cepitel employed in the 
operations it would slmost overcome one al tog ether, 
Over the depression years, in 1931 it was 37,4%, 1952 
40.54, 1933 52.6%, 1934 2348%, 1935 19.5%, end in the 


pre-depression years it ren from a low in 1930 of 
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39.8% to a high of 68,8% in 1928. Soe the inside 
investments were elricht. 

Now, the other compenies appear on pages 259, 240, 
end 241, There sre none of the others that have 
the spectacular reeord of Canadien Silk Products, 
Julius Keyser & Company show pretty handsome profits 
the esrmings on capital employed in operations running 
in the depression yeers from a low of 8.9% to a high 
of 21,54 in the yer ended March Zlst, I take it, 
1936, ‘So their current history is fairly setisfectory. 
They hed en earning of 31 ,5%, 

My friend, Mr. Kellesk, in his brief has mentione 
in respect to some of these compmies that we deal 
with -- and they sre set out in his brief -- that in 
meking the celcule tions of earnings on cepitel employed 
in the industry that we overlooked in regpect to sone 
of then that there were dividends that were cumuls tive 
on the preferred stoek =-- I think the Monarch Knitting 
Compe ny is one he mentions -~ dividends the t were 
cumulative on the preferred stock which had not bee 
peid. That is, the dividend vss pesed in the nest 
end it was cumulative end it was a debt still cwing 
in the future to the preferred stock shareholders, 
Thet is true, es a matter of fect, but it does not 
effect the way we have set it up here, that is, the 
return on the cepital employed in the industry. It 
merely effects the return on the comon stock, and in 
Mr, Howson's statements the correetion Mr, Kellock 


points out is true in respect to that item, but in the 
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way I heave dealt with it inmy brief I think Iam 
correst in saying thet it does not mke any difference 
because I have eliminated thet whole question by getting 
down to cep ital emloyed in the industry which was 
the only way I could see of making it uniform and 
corres te | 
Now, the representative hosiery companies are 
sume rized briefly in the next following pages and I 
won't need to go into the deteils of thet, I have 
San nin to sey in respect tohosiery. Your lordship 
Will recollest the very high specific duty thet there 
is on hosiery; under British preference the specific 
is 75 cents a dozen pairs, Now on the other items, 
the intermediate and general, as I recollect it it 
is $1.50, isn't it, Mr, Berry? 
MR, BERRY: $1.25, isn't it? 
MR. MeRUER: $1,25 or $1,50; at eny rete, I say 
they ere ‘both high, We heave got them on record, 
Now, we come to the carpet division, The carpet 
business of Canada is confined really to four carpet 
companies, the Toronto Cerpet Menufactur ing Company, 
Limited, the Harding Carpets Limited’, Brinton-Peterba 
Cerpet Company Limited and the Guelph Carpet & Worsted 
25 Spinning Mills. 
THE COMMISSIONER: What about Cobourg Metting & 
Carpe t Compa ny? 
MR. MeRUER: I heve men tioned here Cobourg Matting 


& Cerpet Company, but that really doesn't come into 


a0 the picture as a carpet company because the ir chief 


business is matting, end stuff of that sort. They « 
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not, in a sense, competitors with these other canpen 
in the type of goods they meke, The Guelph Carpet 
& Worsted Spinning Mills is also in the business of 


spinning wollen and worsted yearns, andwhenwe look 


that in mind, that they are ine hybrid business of 
that sorte 

Now, to deal with the Toronto Carpet Menufecturin 
Compeny which is at page 244, I think the reconis 
of these carpet compsnies are important in view of t 
emhesis I place on the yery high dut ies, especially 
Specific duties, on carpets at the present time, and 
in view of wheat I shall say hereafter in respect to | 
price errengement thet exists emong these carpet 
comp mies, The Toronto Carpet Mamfacturing Comp 
from 1951 to 1935 showed earnings on cep isal/employed 
in operations verying from 403% to 8.6% Now, just 
heving in mind, too, the manner in whieh this capita 
is built up out of earnings from year to year that i 
a pretty handsome return for the depression period, 
in the pre-depression period before the higher teriffis 
Game in they did alright, too. The lowest was 18.6% 
in 1950 and the highest 26.8% in 1927, 

Now, in the cerpet industry there is an example, 
of what high tariffs Gan do eyen to injure industry 


itself, The record of these earnings. on capital 


for somebody else. to.sey "we ere going to get in this 
bus iness ,, too; this is too good to leave to one GC ampa 


THE COMMISSIONER; I+ is good enough to leave to 
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Ontario, I notice they are eli theree 

MR. McRUER: Yes, my lord, they are ell in Ontaxio 
end what heppened was that Mr. Herding, who was 
connected with the Toronto Carpet Company, started 
out in the carpet business himself and organized a 
company at Brentford, started a carpe t company up 
there, Now, that wes started in 1928 ¢ Well, where 
you have a gountry with a small populstion, like 
Caneda, and another comeny cales on the scene and 
herd times comes it tends to reduce the earning pow 
of the competitive companies, and then they have to 
ask for some more tariff, and on We 0. It is some- 
thing like chasing yourself around oe circles 
The momentum -- it is like a squirrel ine cage. It 
keeps him on the go. Now, the earnings of the Her ding 
Cerpet Company, though, just show what em be done, 
They started out in 1928, right in the face of the 
depression, and they come along, pull through the 
depression end are now a dividend paying conce Me 
Theat looks as though they take some adventage, ata 
rate, of the tariff pro teetion they have got, end th 
price arrengenats that exists mong them, evdiceriing 
which I have something to say laters 

Then, the Brinton-Peter boro Company is dealt with) 
Iem not going to stop at thread. The thread people 
seem to be doing alright, too, on their return on 
revenue from operations, It runs from 7,8% in 
1931 to 14,6% in 1933. 

Now, I have referred on pe ge 260 to two clauses 
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THE COMMISSIONER: What pege? 

MR. MeRVER: 246, rather, to two cleuses in the 
treaty between Canaia and the United Kingdom, TI heve 
just put them in hee to indicate the basis thet is 

5 set out in the treaty, at any rates 

THE COMMISSIONER: There is a clerical mistake in 

your first article, article 10, That should be 
| “reasonably assur ed", 

. MR. MeRUER: Oh, yes, “industries whieh are reason 

10 ably assured of s cand opportunities for success", 

I quote article 10 as it is asa besis ofa principle], 
thet it is both a legislative principle that has been 
leid dom, or a principle existing between Ceneda and 
the United Kingdom, at any rate, underlying the besis 
on which tariff protection is to be fixed, that is, 
that you Bennot go on protecting industries on every 
kind of capital structure on which they mey be erected. 

THE COMIISSIONER: Mast not thet mean olesses of 
industries? How else could you work it? 

MR. MeRUER: Yes, it probably iss 

THE COMMISS LONER: % den? n00 hon. elas you could 
work it, One cotton Sain se mey be prosperous end 
heater not, but you cemnot protect one without 
protecting the other, thagh. ‘Thet must mean a 
class of indus trye Heve you in mind what it might 
meen? | 

MR. MgRJER: I hed thought it meant you could not 
teke as a besis industries that were not reasonably 


30 assured of sound opportunit jes for succes« 
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; those industries which are reasonably assured of 
sound opportunities for suecess I wonder what perticuler 
industry cen be pointed at of which it may be said, 
"now, this industry should not have thet teriff 
protection". Perhaps you might think it overs 

WR. MgRUER: Well, it is the extent of the protectdon, 
how fer ere you going te cerry it to give an opportunity 
for success to each individual that may ¢ hoose to go 
into its 

THE COMMISSIONER: That is, once you heve decided 
that the iniustry, as such, ought to be protected then 
you measure the protection according to a scale 
such as you hs ve there. That is to say, you say "we 
will make it just so high to proteet those who can 
get on with . gpod chance of success”, "We are not 
going to meke it so terribly high that the poorest 
feetory can go and thrive under it”, 

MR. KELLOCK: It says so in article lls 

MR. MgRUER: Otherwise, just the minute that you ge 
it up @ Little higher then it brings in a few more, 
end then there are a few more lame ducks to help fly, 

THE COMMISSIONER: Well now, that is article 10, 
and if I were construing it I think I would have to 
assume thet there may be whole industries which should 
heve no protection at ell because their chences of 
success here in this country are not sound, 

MR. MeRUER: I will give your lordship an exemple 
that has been taken as an example -« 

THE COMMISSIONER: This does not refer only to textile, 
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MR. MeRUER; They ater. Seg out to protect glass in 
this county et ene time, and they had the protec tio 
on for about a week, or something like that. Then, 
they decided to teke it offs 

THE COMMISSIONER: I suppose you micht sey there is 
a CAS ee 

MR. HEWARD: There are gless industries here, 


MR. MgRUER: It is not protected, is it? 


MR. HEWARD: No, I dm‘t think so, but it cmnot 
be one of those who would not heve a chance of succe 
because there are some successful compenies in Ceneda, 

THE COMMISSIONER: Anyhow, that illustrates the 


thing .« 


(page 14640 follows) 
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THE COMMISSIONER: ‘That illustrates the meaning 
of Article 10¢ | But Article 11 says that protectiv 
Guties shall not be more than would afford reasomable 
comnetitten on the basis of the relative cost of 
economical and efficient productions, 

MR. McRUER: Well now, --- 

THE COMMISSIONER: That would be very hard to 


define, reasonable competitions 


10 


MR. McRUER: It is prettyhard to define but it | 
THE COMMISSIONER: For instance, take the Woollen | 
Industry, has only about 57 or 58% of the whole markete 
Their sponsors might say - we have not enough protection, 
this competition is waronsonables But take the 
i Hosiery industry, which are 98% of the whole market, 
they would have to admit they are sufficiently protected. 
MR. MeRUER; Then coming to the Woollemg Manufactyre 
again,--- 
s 20 THE COMMISSIONER: Perhaps he is not saying that, 
MR. MeRUER: I know but what portion of the home 
market has he got in respect to the elass of goods 
that he manufactures? | You may have woollens that 
come in that are not manufactured here at all but if 
i they are subject to a duty from any other country 
then they are classed as dutiable goods and they show 
as impotations from Great Britain, and he says ~ 
well, I have andy got 57%e But he may have a tarif 
a a that poor him 70 or 80 or 90% on the class of goods 


that he manufac turese So that these are all very 
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» aifficult for us, But underlying this, at any rate, 


is a principle that the protective tariff is not 
intended to be a prohibitive Ones | | 
“THE COMMISSION ER: Insofar as Great Britain 
5 is conserneds 
MR. MeRUER: Yese 
THE COMMISSIONER: It is supposed to allow for 
reasonable competitions | 
UR. MeRUER: YeSe Just before I pass to the question 
» z of "Cost of production" and some other things that I 
hope will take me a much shorter time, I want to refer 
y our lordship to one or two things in relation to 
tariff skaahion before I leave it completely and its 
15 relation to costs, 
THE COMMISSIONER: That is after page 246? 
MR. McRUER: Yes, my lords 
THE COMMISSIONER: Before page 247.6 
UR. MeRUER: Before I go on with that portion of 
” : my brief, I wish to refer your lordship to a very 
excellent brief that I mentioned the other day prepare 
by the Honourable Mr. Rogerss It is a mbmission 
on Dominion end Avbhoomcsamed relations. 
= THE COMMISSIONER: To whom was it submitted? 
MR. MeRUER: To a sage commission. He was retained 
by the Provinee of Nove seotie to submit the brief 
Se a Royal Connission that was investigating. 


MR. HEWARD: A Royel goani naten appointed by 


Nova Sootia +6 psec lB --- 


y ie «aie irtabedd es ‘ol ot pebabiat | 
ning tae teen aa tstoeal : sam woTee TIMED a | 
e0Y “RON ‘nm 4 

sot wolis 6? poeogene we aI sseworeenan —_ 


| “yao Bate gate eldasoeser 


ws ent oF eesq T ‘ented sent “eeY ssINOHON 906 te ; 
[ tsae agosit tedto ame Boson vob toubormy 40 209" to | o * 
tex of thew T calls xediofe dove B om ones Litw ood | 
ot nottaten ni agutis owt «oO aaa oF ataeoret milo y ‘ rl 
t Hints bend ofy0o a evel Zz wre ted nottoesorg Tiree’ - a 
sete00 oF woken | io an 


sous saeq softs al Td -siraoreeneeen oer | 
| sbrok Ht 207 :mUAOM i | | 


tae sea exoted :ixworenrue al 


to molitvos fist bv no 98 t etored AUTOR a . 


sqetg yb soit eit beno tz eat i tant vera tnellsoxe | 


moka tmd s ef #1 onxeson ‘tit ed stvouct eae yw i 


| 


seootta Lox isteatvori bas swotabnod no ||] 
i 


| 4 wy 


‘phot bade + ase ‘mow or rmuorBeTI190 ane | adit i 
ater asw on iiobddtaies Layer ‘oP yamusiow’ am: | 4 } - o 
‘Yokad ot Hiatus of 4008 avok so odteont ast YS | ee ‘die 
eoultoplteovat eae fst ‘oteatenee Leyes sot Bis : 


me by BAe ties in 2 xpos 
ao botatocas intPadties® feyor A” 


2 ae ea 
n F ch J o ? teats 


ce ay * ees vy piu rs 


‘ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO = CANADA 


14642 


MR. MeRUER: Yes, It consisted of Professor 


john Harry Jones, Chairmen, Dr. Alexander 5, Johnston 
and Df, Harold Tanes., Tt made its report in 1934, 


THE COMMISSIONER: Yel], could we make that an 


5 
Exhibit, this brief you refer to? 

MR. MeRUER: Not very well because I have taken it 
from the Parliamentary Library and the Report is from 
the Bureau of Statistics Library. 

» 10 Ti COMMISSIONER: well, we will see that it is 
put in the custody of the Seeretary anyhow. 
MR. McRUERs Yese There is a presentation on 
tariff matters that is made by Mr. Regers that I wish 
is to quote to your lordship for eorusideration.s 

THE COMMISSIONER: It will, of course, be available 
to counsel too representing these companies. 

MR. McRUER: Yes. It is merely quoted as an 

argumentative statement. 
s 20 _ MR. BRUNEAU: It was to build up the Maritime 
ease, my lord, for a special purpose. 

MR. MeRUER: Yes, and I am quoting it for a special 
pur poses It builds up a strong case for seven 

95 provinces out of nine in the Dominion of Canada 


At page 54 Mr. Rogers deals with the decline of 
manufacturing in Nove Seotia and we have had strong 
evidence of that in the evidence that hes been put 
before the Commission of the closing up of these 


Be 30 
’ outside mills and the smaller milis, end this applie 
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in a degree also not only to the ether provinces but 
to the rural part of some of our provinces ef Ontario 
and guebee because Mr. Rogers puts it this way that the 
tariff is a subsidy and the benefit of that subsidy 
goes to those who manufacture protected goods and tho 
districts in which the factories are get the benefit 
of the subsidy while the other districts, where the | 


consumers are, pay the subsidys {They are the tax- 


payers. fhe others are the ones in whose districts 


a eer’: 


it is spent. So that it extends in principle 

not only to other provinces than Ontario and Quebec 

but extends insofar as the Textile Industry is concer ed 
in principle to wany districts of Ontariose 

Take, for instance, all Northern Ontario where there #§ 

not e textile factory or & factory of any kind scarcery 

that is enjoying the benefit of protections, Now, 

Mr. Regers at page 54 makes this statement: 

* "It is asserted as 4 general principle that 
industries in Ontario and Quebee have natural 
advantages of situations in relation to raw 
material, labour force, end markets which enabl 
them to take full advantage of the so-called 
economies of large-scale productions e are 
asked to believe that these economies of large 
seale production will enable an industry, to 
protect itself more adequately from foreign 
competition, and are passed on to the consumers 


either in part or in full, through lower prices 
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of the commodity manufactured. whether such 
economies are thus passed on to the consumer 


in many cases is open to grave doubts. It will 


unde poastbia by the lowered cost per unit 
depend on the reality of internal competition, 
end the Canadian Industrial field is still so 
narrow as te raise serious misgivings as to the | 
extent of true competition in many lines of | 
10 | menufacturings" | 
That is a sort of preface to something I am going to : 
deal with in my brief. 
* "The existence of monopoly, trade combines, and 


of friendly price agreewents within the shelter 
of aprotective tariff, is not always capable 
_of proof, but thet it exists over a consider- 
able range of manufacturing is scarcely 
open to gquestious. Undoubtedly, a substantial 
20 proportion of the economies of large 
seale production are not passed on to the consumer, 
but render possible a higher margin of 
profit for the industry end go into the 
95 safety deposit boxes of company promoters 
or the peckets of shareholders, 
Certalaly the proportion of benefits that 
is returned to the people of this Province 
is not substantial," 
© _ Now, at page 88 is a chapter headed "The Proviacial 
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Incidents of the Canadian Tariff," and the first 
paragraph on page 58 reads as follows: 

"The tariff duty is a tax and a subsidy. 
It is a subsidy in the same sense in which 
a bounty is a subsidy." 
I febl greatly gratified to find the ssme statements 
I had mdde in my brief before I came upon this 
very excellent works 
WR. KELLOCK: I:thought your statements were origi- 
Bal.» 
MR. MeRUER: Well, I thought they were capable 
of patenting as an original brenkhes but I find they 
are note 
"The only material difference is that a bounty 
is a fixed sum, whereas a tariff subsidy is an 
uncertain sutis" 

MRse .MeRUER; I think I put that the difference 
was that the Government had much less control over 
the tariff subsidy than they had over a direct subsidy 

"In the case of the bounty, moreover, the 

amount of the subsidy is collected by the Govern- 
ment, from the taxpayers, and is then paid over 
directly to a subsidized industry, whereas in 

the case of the tariff subsidy the government 
merely fixes the ie duty, and the subsidy 
itself is paid by the consumers of the commodity 
which is protected, " 


THE COMMISSIONER: That is, the difference between 
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free trade price and price made possible by the 
tariff. 
MR. MoRUER: Well, Mennetes charged by--= 
THE COMMISSIONER: Yes, eathate the Tariff. 
MR.» McRUER: Yes, I think that is the only accurate 
way to put it. 
THE COMMISSIONER: Insofar as that ohae is highet 
than the free trade price, 


R 


> ib MRe McRUER: Yese | At the foot of page 88; 
"It is submitted thereforg,that the tariff 
is a form of subsidy, which, while given directly 
to industries, is in part a contribution 
to the development of the provinces, whose 
se industries benefit thereunder, If this subsidy 
pone paid direetly out of the Dominion Treasury 
in the form of bounties to particular industries, 
in particular provinces, it would be comparativel 
a) 20 sabia to determine how such bounties should be 
distributed in an equitable manner among the 
several provinces, having regard to the resources 
and needs of their populations. A tariff 
| subsidy, however, is not paid out of revenues. 
: It frequently has the effect of contracting 
revenue Se" 3 
And that is importants 
"It is paid by those who consume the commodities 


) . 30 manufactured by the protected industries, 


so that the real burden of paying the subsidy 
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may fall upon sections or previaeen which do 
not share either direetly or indirectly in the 
industrial development it is designed to promote, 
if, for example, the eaneatan Federation cousisted 
of three adjoining provinees and tariff duties 
were so imposed as to onekdee a development 
of manufacturing in the eaatral province, 
‘and no development of manufecturing eceurred 
in ine otters; it is to be doubted that these 
other provinees would contribute a dispro- 
portionate share of the tariff subsidy through 
the added cost of the manufactured products 
whieh they were compelled to buy from the 


central province?" 


tae COMMISSIONER: I think, interrupting you, 
I think it hee. ip Oo of use to ascertain to wink extent 
the revenues of the coun try have increased or decreasefi, 
: ne according to the tariff, if we can, with textiles. 
MR. MeRUER; I will ask Mr- Hooper to get that. 
Have you got ide Mr: Whiteley, on that statement? 
SECRETARY WHITELEY: There is a column there 
25 "Duty collected. | 
tir COMMISSIONER: How many years? 
SECRETARY WHITELEY; 1929 to 1936. 
THE COMMISSIONER: That is not far enough back. 
MR: MeRUER: We will have thate Mr. tale 


and Mr. Hooper will get its 
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a It is true that the citizens of the 
central province would contribute 4 share of 
the subsidy in their purchase of products manu- 
factured in the Province, but at the same time, 
they would be participating in the subsidy 
paid to their own industries, either thr ough 
an enlarged mrket for agricultural and other 
primary products afforded by the industrial 
development stimulated by the subsidy or through 
wages,and salgries paid out by the subsidized 
industries, In the case of the other 
provinces, however, the consumers of manufactured 
products would be paying out their preportion 
of the subsidies, without receiving back any 
of the direct benefits arising from the 
industrial development promoted by it, unless 
it can be demon strated that they participate 
substantially in the enlarged industrial markets 
for raw materials, agricultural commodities 
and other primary products. 

The position in Canada, while not so simple 
as this illustration, is analogous to it in 
respecs of the disproportionate purden borne 
by the various provinces for the support of 
manufacturing industries» Manufacturing 
sinet neal a the protective tariff is distribute 
%4o gone extent OMong the several provimes, 


but there has been @ disproportionate developmen 
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in the central provinces of Ontario and Quebec. 
These provinces have received an excessive share 
of the tariff subsidy, and having relatively 

few export industries, have borne less than their 
reasonable share of the cost of the subsidy. 
Nova seotia, at the Atlentie extremity ef the 
Dominion, has been subsidized by the tariff 

in respect of certain industries, but og mrs Jo 
she is sonkrt bebiia largely to the payment of 

the subsidy to the manufacturers of Central 
canada, waile at the same time her export 
industries, which form a large a eemneeton of 

her total production, have had to bear a heavy 


share of the cost of the tariff subsidy paid 


to the Central Provincese" 

The point Mr. Rogers is making there is that if a 

| portion of the Dominion that is dependent on export 

trade, if you increase the wont of Living to those 

consumers, that is, the goods they have to buy are 

increased in cost, ee inerease the cost of the goods 

they have to export and diminish their power of 

competition in the forelg@ markets of the worlds 

Yhat is as I interpret the case that he is putt ings 
“admittedly, there is great difficulty in 
calculating the distribution of the tariff 

, subsidy in Canada, and in estimating the 

~~ proportionate cost of this subsidy which is- 


borne by the several provincess 
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The Canadian tariff system, despite its bapti 
title of "The national policy't, has been developed 
without any clear relation to its effects upon 
the economy of the provinces as such, Murmurs 
of protest have been heard occasionally from 
some of the Provinces which felt that certain 
tariff changes were prejudicial to their Gite al. 
but there has been no general movement among the 
dissentient provinces strong enough to bring 
about a gencral inguirys It is not inappropriat 
that such & movement should be initiated st this 
time by Nova Seoties The Tarest and senior 
Menber, 86 to speak, of the Maritime group 
of provinces cn the Atlantic Seaboard, 
Cther provinces, conceivably, may have an 
even stronger case against the tariff situation 
as constituted at present, but historically 
Hova Scotia was the first to express misgivings 
as tu the results of the protective policy 
upon the Maritime section of the Dominion, 
and an experienee of more than half a century 
under the National Policy has afforded convincing 
proof $a Hees early misgivings were not ill- 
founded. 

It must be recognized that sone of the 
effects of the Tariff policy of the Dominim 
on Nova Scotia are eouerete and visible, 


while others are intangible and obscures 
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The visible effects are at least partially 
susceptible of measurements in monetary terms, 
‘The intangible effects, while no less important 
for the student or statesman, are not of a 
character which can be expressed or measured 

in eurintte: teva. They relate to the morale 
of a community, its social vitality, those 
intellectual and spiritual qualities which are 
the one sure foundation of economic progress, 
in the analysis which follows, an attempt 

will be made to deal with the conerete evidence 
of the unequal incidgents of the tariff upon 

the severel provinces of the Dominion, and more 
particularly with such evidence as is capable 


of presentation in monetary terms," 


| Now, Mr, Rogers makes @ reference to the work of a 
Comission or Committee in Australia, which conducted 


le broad investigation in regard to the effect of the 


protective policy om the Commonwealth as a whole. 
MR. HEVARD: What page? 
MR. MecRUER: Page 90; 
"The terms of ‘reference issued to this Commission 


preclude a study of the effects of the tariff 


poliey of the Dominion upon the national economy. 


They require, however, an investigation of the 
effect of the. tariff policy of the Dominiam 
upon the economic interest of Nova Scotias 


They akso require by necessary implication 
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a study of the gains received and losses suffere 
by the several provinces of the Yominion under 
the progtective systems 

Up to the present time no attempt has been 
made to measure either the net affect of the 
protective tariff upon any one of the provinces 
of the Dominion of Canada or the relative incidents 
of the tariff upon the various provinces which 
comprise the federations There have been 
liany specifie enquiries upon the protection affo 
ed to particular industries located either wholly 
or chiefly in one province, but the provincial 
incident of the tariff has erisen only indirectly 
in such cases, 

Numerous enquiries have been made into the 
financial relations between the Dominion and the 
Provinces, One might have expected that 
in the course of such enxguiries the burden of 
the tariff upon particuler provinces would call 
for a special investigations Such, however, 
has not been the cases Although the National 
policy of 1879 has been in operation for somnie 
55 years, ne ##e@ scientific study of its provincial 
ineidents has ever been attempted," 
Mr. Rogers does make --=- | 


THE COMMISSIONER: Whet is that last page you 


MR. McRUER: Page 90+ 
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Now, Mr.Rogers inChapter 9 at page 105 deals with the 
tariff in relation to the existing distribution of 
industrial activity in Nova Scotias The only 


| textile manufacturers that I see referred to in the 


list are hosiery and knitted goods, three establish- 
ments, witha capital investment of $2,095 ,249400 


employing 607 employees and wages and salaries paid 
of $461,0004a yeare 


MR. KELLOCK: There are more then that, of course,| 
MR. McRUER: In Nova Seotia? 
MR. KELLOCK: Yese 
MRe MCRUER: At page 121 Mr. Rogers points out 
that if foreign competition is excluded then action 
must be taken to see to domestic competition, At 
page 122 he make s this reference; 
tA tariff policy with a true national objective, 
would recognize the importance of maintaining the 
health of industries dependent upon export markets, 
especially as such industries are essential to 
the economic development of seven of the nine 
provinces of the Dominion, In recognition 
| of this fact these industries, agriculture, 
mining, fishing, and lumbering would be relieved t 
least of tariff duties on all ins truments of 
production essential to their operations 
in other words the vital interest of seven 


provinees in lower costs of production in 
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in primary industries compelled to sell their 
preducts in world. marke ts would be given priority 
over qonst arathone urged in support of the 
meteavach of these instruments of production 
i. Canada pehind & protective tariff. 
Similarly, # tariff policy with a true national o. 
ob jective woulda seem to call for the ereation | 
of a board such as 4 Federal Trade commission 
which woule be pecans with the duty of 
hearing eanplaints of unfair competition and 
ai ser imination designed to undermine and destroy 
smail industrial establishments catering to 


nei gubourhood or provincial marketse* 


What Mr. Rogers refers to there, speaks in dif ferent 
portions of nis prief of, that is, the large manu- 
foe turer will by unfair competition and cutting of 
; prices destroy the mall fellow in the neighbourhood 
2 and then after he has snaeerer or his business picked 
up by the ane an manut aesnxers then the conswers 

ere in the hands of the large manufacturere That is 
aiadinlied that was discussed rather at length in the 
25 price Spreads Inguiry« 

*[¢ is a truism that free competition in the 
sense of competition permitted by law has not 
always been fair competition. In Nova Seotia 


as weli 4s in @iaer wr ovinc es the road to 


jearge sqale prouetion and the eoncentration 


of manufacturing in iarhe and quebee has 
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been strewn with the wreckage of small industries 
whose destruction has involved a social loss 
and disturbance which by no means has been balance 


always by a gain for the national economist," 


Of course, the real thing underlying all that is, 

hat is; when you have, for instance, the control of 
ndustries passing out of the hands of the in@ividual. 
That is, take the Penman Manufacturing Company, gohn 
enman builds: it up. He is part of the Town of Paris 
snd the whele thing builcés up around its hen when 


he control is takem out and pleced in the hands of 


people in Montreal, an entirely different aspect comes 
inte the economic affairs of the community, and Mr, 
Rogers is pointing out thet the large industries 
iestroy the smaller ones, end I submit that under a 
nore moderate tariff the small one may go on and 


= » but when the inducement is there for those 
"2 do no work in the industry at all, come and put 


heir money in it and expect their money to earn - 


br put mo money in it and expect earnings on stock 
| hey get for no money, there is a new situation ereateds 

THE COMIISATONRR: I suppose the trend of your 
remarks would apply also to mergerss 


MR, MeRUER: Yes, my lord, absolutely» Then at 


|page 181, Mr. Rogers reviews the reference that was 


nade to this special Exomomic Enquiry in regard to the 


hustralian Tariff in 1929, end he makes some observation 
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/4n regard to that thet are very pertinent, ond at 
| page 182 he states: | 

"In Canada, as in Australia, the differences 
in taxable capacity of the Provinces of the 
Federation are difficult to measure in exact 
terms. There are, however, certain indices 
which Roeint greatly in obtaining an approximate 


measurement of these differences. It can be 


demonstrated that the cumulative burden of the 
unequal incident of the tariff subsidies and 
‘tariff costs over 4 long period of years, 
has had a marked influence on the taxable capacity 
of various provinces of the Dominions It is 
our contention indeed, that the excess costs 
of the tariff have imposed such a drain upon the 
‘annual income of some of the Provinces, as to 
handicap them seriously in attempting to meet 
the costs of higher stanmiards of motor highways, 
and the ingistent demand for expending social 
services.«" 
| THE COMMISSIONER: What does he mean by that? 
That the Provin es are unable to get mough taxes out 
of their people because of the high prices they paid 
for textiles, we will say? 
wR. WeRUER: Well, I take it what he means is 
this: that the purchasing power of the Provinves 
is depleted. | 


mie COMMTSSTONER: He is talking of the Governme ts 
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you see there,wwheh he talks of highways being built, 
ete. That is, money spent by the Government» 

MR. MeRUER: Yes, I think that is what he means, 
that they cannot increase their taxes because they 
are taxed in this other way to this extent. 


WR. HEWARD: As I remember it, one of the , 


objectives of this Brief was to prepare a way for | 
an application for a higher subsidy fram the Dominican + 
HE COMMISSIONER: J suppose it comes to this - | 
that the Provinces impose direct taxation and he aie 
} 

our direct taxation might be higher if our consuming 
citizens aid not have to pay so much indirect taxes 
in the way of clothing, among other thingse 

MR. BRUNEAU: I think, if I remember his brief, 
he points out indirect taxes had been given up by 
the Province in 1887s They were compensated. 

PHR COMMISSIONER: That may be but still the fact 
apparently is what he says here - our people pay 
so much indirect taxes under the tariff that they 
cannot afford to give us enough money to pay our 
taxess 

MR. MeRUER: And it goes on to say: 

"The unequal incidence of the tariff on the 

Provinces of the Dominion may be illustrated 

by repeating for the peswen't purpose, the table 

of tariff subsidies and tariff costs presented 


at°an earlier stage of this submissiogs" 
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Now, here is & table which appears on page 185 and 
is extremely interestings Im the Province of 
Prince Edward Island it is so much that the tariff 

subsidy per capita is 5632s 
| nt THE COMMISSTONER: The tariff subsidy? 
| MR. McRUER: Yes, that is the benefit that the 
province would get from protection, fhe tariff 
costs per capita was 25.20, 94 net ioss per capi ta 
10. of 17288... . In Nova Scotia --- 
THE COMMISSIONER: “he he says, "Per capita® 


what is the first figure of 5452?. 


eee sana APS A A CTE OLE CS A OCT OCOD A SA OIE AS a ers cern enn AATEC TES a 


MR. McRUER; That is per head of population. 
* THE COMMISSIONER: Is he referring to the amount 
of iadirect taxes paid by the people of that provire 
MRe McRUER: Amount of indirect taxes that they 
pey e 
THE COMMISSIONER: .Is how much? 
) | 20 MR. McRUER: $25980+ 
THE COMMISSIONER: What is $5e00and some cents? 
MR.» McRUER: That would be the benefit derived 


on the way that he worked it out, all the way 


throughs 
25 
THE COMMISSIONNR: I know but what gces to make 
up this five dollars? 
MR. MeRUER: Well, he worked it out om the basis 
ef protection on protected articles within the 


Provinces 


THE COMMISSIONER: . Within Prince Edward Island? 
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- and then took thepercentage of protection that they 


MR. McRUER; Yess The Brief shows a table of how 
it wasworked oute As I recollect it, he worked 
it out in this way: He took the tariff that goods 
would have paid had they entered Canada and then he 
took the production eof those goods, the amount of 


production in Canada or in the respective proviwes 


had as the subsidy they paid. I don't know that it 
is altogether an accurate way of ~-- 


THE COMMISSIONER: If he did, that is how he 


t 
Ase natn Nt rec EN eh RE REO PE EA OE NS ACRE SE SETI VN SN SE ETRE at IPSN 


arrived at the figure of 25420. But that does 


| not tell me how he arrived at his figure of 5.32. 


MR. MecRUER: That would be on the basis,I take it, 


| ef protection on the tariff protected articles 
| in Prince HKdward, and the share they would have 


| in the subsidy, $o to speak, in all those goods, 


For imtance, if it amounted to $5,000,000 all over 
the province, $150,000 was the subsidy. 


THE COMMISSIONER: $5,000,000 all over the 


Dominion, you mean? 


MRe MCRUER: Yess Nove Scotia, the tariff 
subsidy per capita was 18450+ The tariff cost 
per capita was 30.%8 or a net loss to Nova Scotia 


of 12428 per capita. New Brunswick, the tariff 


subsidy per capita was 19.91. The tariff cost 
per capita was 31.658 or a net loss per capita of 
(11987s Quebee, the tariff subsidy per capita was 


46223.. The tariff cost per capita was 35520 or 
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a net gain per capita of 11,03. Ontant o, the 
tariff subsidy per capita, 64052. The tariff cost 
per capita® 49417, or a net gain per enpite of 15415. 


Manitoba, the tariff subsidy per capita 28544. 


“The tariff cost per capite] 42,69, or a net loss 


per capita, 130254 .. Saskatchewan, the tariff subsidy, 
per capita 3.55 - away below Prince Keward Island - 
the tariff cost per capita, 31471 or a net loss 
per capita of 285166 

THE COMMISSIONER: I protest against thate 

MR. McRUER: Alberta, tariff subsidy per capita 
l1ls22. Tariff cost per capita 38615 or a net 
loss per capita 264936 British Columbia, tariff 
subsidy per capita 32,03, tariff cost per capita 
54236 or a net loss per capita of 229354 So that 
demonstrates the point that Mr. Rogers is making -- 

MR. KELLOCK: Sounds like Mr. Evans* report, 
my lord, 

MR. MeRUER: So that demonstrates the point that 
Mr. Rogers is making that the provinces, and 
especially those provimes that at the present time 
are having a more difficult time than they were 
at the time that Mr. Rogers wrote his brief, are 
still paying the subsidy in exactly the same pro- 
portion, with very little modification, that they 
did through all the depression periods 


THE COMMISSIONER: Whet year was this written in? 
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WR. McRUER: This was written in 1931. 
SECRETARY WHITELEY: 1933, is not it? 
MR. McRUBR: . Yess 
THE COMMISSIONER: We will adjoura for ten 
g 


minutes. 


| -- Adjourned at 4 P.M. 
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On Resuming at 4.10; 

MR. MeRUER; I wish to make one or two referenc-~ 
es to the report of the Royal Commission Provincial 
Economic Enquiry of the province of Nova Scotia, 
dated in the year 1934, 

THE COMMISSIONER: Where does that come from? 

Is that from the library? 
MR. McRUER: Yes, my lord. I may be able to get 
sone } eoptes of it for the purpose of filing them. 

THE COMMISSIONER; Is it a printed document? 

MR. MecRUER: Yes; we can get a copy by writing + 
Nova Seotia, This is the Royal Commission before 
which Mr, Rogers submitted his brief. At pege 53 of 
the report, in the chapter Competition of Central 
canada, there appears the following:= 

"Again, some towns in the province have suffered 
‘harourh the closing of establishments of long 
Standing. So long as they ware ewned by 
individuals or family groups they flouri shed , 
but in some cases they were sold, during the 
post war boom, to newly formed companies, in 
whose hands they came to grief, In other cases 
they were sold to large combines domiciled in 
central Canada and closed down in pursuit of 
the policy of concentration of production." 

Your lordship will remember that this was the 

very thing that was read from the minutes of the 
Dominion Textile Company, which suas oe yed that they 


had senneuhes toe their Siduation in six large mills 
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and had closed several other mills. The statement 
goes ons= 
"The poliey of concentration, as contrasted 
with the policy of maintaining a large number 


5 of establishments, none of which is fully em- 


ployed, is one that we have no desire to 
criticize. Concentration is frequently a con- 
dition of efficiency and if there is no pros- 
pect of a real revival in the industry concerned, 
4 it is unwise to delay the true solution of the 
difficulty by perpe tuating an inefficient method 
of organization, Every case must obviously be 
considered on its merits. But the fact remains 
that the number of long established and 
1 appgrently well equipped factories of Nova 
Scotia wore closed davn and the trade removed 
to other parts of Canada, Amherst, in particul- 
ar, has suffered from this movemmt and its 
ad post war history calls for closer scrutiny than 
| Was possible in the time at our disposal and 
the resources available to us. We desire to 
draw special attention to the statement of that 
town and to recommend that it be made the sub- 
25 ject of special investigation, 
There is no evidence that the province of 
Nova Scotia was singled out for attack. Central 
Canadian manufacturers merely pursued the policy 


that they would have pursued under Similar cir- 


30 cumstances in any other part of Canada, They 
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sought to destroy competition at the incipient 
stage by selling their products at the price 

that offered no hope to the new and struggling 

conpetiters, and as soon as the latter disappear~ 

ed, they raised the price onee.more. If loeal 

competitors were strong enough to carry on the 
struggle fora time and therefore to increase 

the expense of such a struggle to the stronger 

peaiy, the latter compromised by purchasing the 

business at an attractive price and closing 

down the factory. These deviess, which are 

by no means confined to Canada, imply the 

existence of smetiing other than price com~ 

petition among the stronger firms in the 
industry. Such firms do not cit prices 

against esch other} they compete at. a tacitly 

accepted price even in their common market 

and anyone is able to enter with safety into 

a struggle with a new competitor in his own \ 

special market. In some cases there appeared | 
to be presumptive evidence of the existence 

of something more definite than a tacitly 

accepted price, but we were not in a position 

to pursue this matters \ 

It is possible for those small manufacturers 

eof Nova Seotia who believe themselves to be 
victims of Gentral Canadian manufacturers to 
seek an investigation of the ciroumstances 
under the Combines Investigation Act. But in 


practice the remedy is so little known and the 
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procedure so difficult that the protection 
offered by the Combines Investigation Act is by 
no means sufficient. We feel that further steps 
should be taken and we return to the subject in 
the section defining recommendations in which we 
deal with the need both for an improvement in 
marketing and for a change in the method of. deal- 
ing wilh unfair practices." 


I shall have special references to make to the 


unfair practices of the textile industry when I. come 


to that part of my brief. However, to continue with 


this repert from which I am now reading. I should 


like to refer the Commission to pace 79 under the 


15 


head Conclusions and Recommendations, with particular 


reference to th title Recommendation on Tariffs. 


There appears on page 729 the following statement:- 


20 


" We believe thet the tariff. poliey of Camda 
has reacted unfavourably upon the ecoxomic 

deve lopment of Nova Scotia, 1t has tended to 
retard the growth of the exporting industries 
of the province without providing adequate com~ 
pensation in other directions. It is true that, 
by means of the tariff and subventions the 
central Canadian market has been brought within 
the reach of the coal mining industry, which 
would otherwise have been the monopoly of the 
United States industry; and that the steel and 
car construction industries have received a 


share of the orders for railway material and 
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| | “ equipment from the Canadian railways; and 

that the Dominion government has assisted in 
other ways, When, however, the advantages and 
disadvantages have been set against each other, 
we are definitely of the opinion that the fis- 
Gal policy pursued by suceéssive governments 
has reacted injuriously upon the welfare of 
Nova Seotia. 

We agree with the following statement quoted 
fron the brief submitted by the thm government 
of Nova Scotia to the Royal Commission on 
Maritime Claims in 1926; 

'Protection, or free trade, or an exeiusively 
revenues tariff may be advecated with some show 
of logic, but surely no reasonable defence, no 
consideration based on equity or sound public 
policy, can be advanced in support of a system 
under which Nova Sw tians are compelled to buy 
what they assume in a substantially protecteé 
home market, and to sell what they produce in 


@ virtually unprotected one.’ " 


The report, at pages 80 and 81, goes on to deal 
with tariff protection and the recommendations in re- 
95 ||\gard thereto. At page 80 the statement is made:- 

" We believe, however, (and recommend accord- 
ingly) that representatives of the industries 
concerned should meke representations to the 
tariff commission and endeavour to secure 

S ” either a reduction of tariffs (which is to be 


preferred) or an extension of the system of 
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drawbacks on the materials they buy, whether 
imported from abroad or produced in Canada, 
In the hatter case, of course, any relief 
that might be afforded would not be technically 


a drawback, that is, repayment, in full or in 


part, of e tariff actually paid in respect of 
an imported product; the payment in such a | 
case might be of the nature of a subsidy | 
representing compensation for a disability | 
suffered by the exporter of, say, Nova Scotia | 
fish or apples on account of the fact that he 

was compelled to pay a price for the Canadian 


product far higher then the world price." 


At the foot of the page there is a paragraph to which 


15 


I would diretct your lerdship's attention. It reads;:- 


20 


25 


"It has been sutmitted to us that the injury 
eauséd by a high tariff poliey has been Tren- 
dered more serious by the instability of tar- 
iffs, and the frequent and often unexpected 
changes thet are made in the amount of import 
auties tell upon individual commodities. 
Frequent and unexpected changes increase tle 
difficulties of making forward contracts and 
inerease the risk of attaching to the invest- 
ment of capital in individual industries 
affected by such changes. Tariff instability 
ig like money instability and wage instability; 
it produces an element of chance or risk from 


which industry should be free. Moreover, it 
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“strengthens the tendency oh the part of manu- 
facturers to bring pressure upon members of the 
legislature to seek changes advantageous to 
their particular interests. It is held that 
stability in the tariff system, be the tariffs 
high or low, is a prerequisite of a steady pol- 
iey of development. and a safeguard against 
political pressure. .e strongly support this 
view and have reached the conclusion that fre- 
quent changes throughout the world in the 
amounts imposed upon specific commodities in 
recent years have been partly responsible for 
the intensity of the present world depression 
and consequently for the intensity of the 
depression in Canada itself. But it is clear 
that it does not fall within our province to 

ma ke any definite vinincemaiaiilintX oi on that sub- 

ject." 

The burden of the tariff is then dealt with at 
page 150. I do not intend to read the wrle page 
but there is one statement there to which I think 
attention must be directed. I quote:;- 

* In the main the tariff tends to press back 
on the less organized groups, particularly on 
the fishermen, the farmer and the lumbermen, 
and to a material extent even on the organized 
groups of the mining area. Nova Scotia as a 
region tends to be the end of the Wits ie the 


expansion of Canada under the national policy 
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"and to feel the effects of a decline in the 
‘pate, and of a change in the tariff, of expan- 
sion, most severely, by virtue of distance from 
the central sreas and in turn the effects of a’ 
decline incidental on the depression. The long 
term trend in Canadiendevelopment has coincided 
with the short term trend with particularly 

- severe effects on the exposed groups of the 
region. The eosts of the tariff tend to shift 
in relation to the stage of development, with 
the result that mathematical calculations, 
although extremely useful in attemptine to give 
precision to estimates cf the burden, tend to 
become out of date and require constant revi- 
sion Jf 


With that observation I agree heartily, because 


in working out the burden of the tariff you find 
that if.the coipetition comes fron another country 


today, tomorrow it may be entirely changed. I proceed 


3 + 


now with the question of casts of production, dealt 
With in my brief at page 247. Very little ean be 
said with respect to that branch of the enquiry deal- 
ing with costs of production. I must say that it 

25 remains a great mptceny, am it seems to be difficult 
to come tO any accurate decision in regard to cost of 
production. Mr, Howson, in his questionnaire, had 
certain sheets designed to obtain from the textile 
companies their costs of production. The Dominion 


9 ad Textile Company, probably the best organized of any 
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of the companies, could not give complete information 
and had no means of doing so, It was umble to ties 
up standard cost with actual operating cost. Cana- 
dian Cottons had what they called standard costs, but 
5 they were not able to give any information, on their 
questionnatre, with respect to the cost of vroduction, 
THE CGIMISSIONER: Do you know whether the 
Tartff Board has made definite findings with regard 
to costs of production, 
» ay MR, M¢RUER: They went into the market. They di 
not find on cost of production as such, but they used 
cost of production on the basis of article 11 of the 
Canadian United Kingdom Treaty, I am informed, 
THE COUMISSIONER: Have they found out what costs 
o of production are? I should have thoueht that wo id 
be a bone of contention between the British and the 
Canadian manufacturers. 
MA, MORUER:; I make special reference to the 
a a cost of production submitted to the Tariff Board in 
> connection with the cotton reference and the arti- 
fisial silk reference, particularly the former, 
because it was stated that the costs of production 
submitted to the Tariff Board were submitted as the 
25 manufacturers' owt ef production; but it was deter- 
mined in this enquiry that they were not the 
manufacturers’ cost of production but standard costs. 
I make special reference to the evicence on that 
partimlar matter. 


» ) ” MR. HEWARD: It will be remembered thet in 
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connection with the Dominion Textile the respective 
eosts were worked out and they eoincided to within 
1.2 per cent. 
“MR. MeRUER: The terms of this commission 

exp reste ty ask us to enquire into, and his lordship 
defined upon, costs of production. 

THE COMMISSIONER: That is one of my worries. 

MR. McRUER: I regret that we cannot give your 
lordship any greater help in that regard, but I give 
all Fee ag Mee pany A to the evidences. I wish to quote 
now from the brief:- 

* In many companies charges for repairs and 
petterments were charged to profits in one 
year but for tne’ parece of costing spread over 
a SaiLO OF yearn. Charges for depreciation in 
the costs did not relate to depreciation put 
varougs fron year to an 
In these standard costs certain items are 

_eharged fo depreciation though they are not related 
to depreciation. They are not related to the 
depreciation actually charged on the books. 

. Mr. Howson was unable to reconcile the 
infomation contained on the cast sheets for 
aifferent fabrics filed with the Commission 
with the mamifeeturin: costs of ‘the companies, 
(Pages 12923 end 12924) , notwi thstanding the 
fact that the conpanies had endeavoured to 
assist him to ‘do so and had gi vex every co- 
poate Mae that they possibly could (Page 


12924). 
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. They have filed certain cost sheets in connec~- 


tion with these varicus fabrics, but we cannot 


reconcile them with the actual costs of production. 
The brief goes on;z- 

" The return of Canadian Cottons Limited to the 
Commission, in respect te costs, was a blank. 
There was no possibility of doing anything with 
Canadian Cottons Limited,.* 


MR, BRUNEAU;:; My instructions ars that we had 


10 
% requested Mr, Brown, our auditor, to secure every 


bit of available information and to co-operate in 
every way with the Commission, and we were under 
the impression that he had done so. 

15 MR. MeRUER: Mr. Brown could not do a thing, 
because they did not have the information, 

MR, BRUMNESU: .I do not know whether Mr. MeRuer 
is suggesting that. we did net co-operate with the 
Commission. 

.) | 20 MR. MeRULi: No, I have not said that at all, 
I read from the brief the statement that, notwith- 
standing the fact that the companies head endeavoured 
to assist him to do so, Mr. Hewson was un@ie to 
reconcile the information, 

7 MR. BRUNEAU; We spent a very considerable sum 
of money getting tapther a costing system covering 
twenty-four volumes, giving standard costs. — 

THE COMMISSIONER: I will not read the twenty- 
four volumese 


MR, MeRUER: They have set up costs in these 
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large volumes, but as to cost of production, thet 


is a different story. 

MR, BRUNEAU: We are manufacturing about six 
thousand articles. 

MR. McRUER: When trey say that Japanese goods 
are sold below their cost of production, what they 
submit to us is not cost of production and they 
cannot produce it. 


TE COMMISSIONER: And they do not know the 


10 


Japanese cost of production. 
MR. MeRUER: No. The Montreal Cottons Limited 
did not make a return at all, but Pemmans Limi ted. 
made a very complete return, though ii was subject to 
19 wide veriations from yeer to year. ‘ith respect to 
Penmens, it is fair to say that we had the most com- 
pleté return of any of the companies, 
" “Vr, Howson ade a summary for the period 
from 1926 to 1958 in regard to standard costs 
3 ae and actual costs of Penmmans Limited. In sane 
eases the net profit, on the basis of the 
stendard costs, would be greatly in excems of 
the net prot it on the ectual cost basis, and 
in some cases less. The following statement 
is a comparison of the net profit on the basis 
of standard cost and actual cost for this ten 
year period.” 
THE COMMISSIONER: On both bases, 


WR. MeRUER: Yes. The standard cost for the 
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year 1926 shows $857,184.54, whereas the net profit 

on the band of the actual cost wes $668,759.46. In 
1927 on the basis of the standard costs, the net 
profit is $1,198,080.96 and on the basis of th 

actual eost it is $767,869.77. In 1932 the situation | 
is reversed, because we find in that year that on the 
basis of the standard cost the net profit is 
$152,047.86 whereas on the basis of actual cost it is 


$290,113.70. In 1933 the actual cost was well on the 


10 
’ way to 90 per cent higher than the standard cost -: 


that is, I mean to say, the profit on the basis of 
th ese respective costs. In 1934 the position is again 
reYersed and we find that on the basis of the standard 
15 cost the figure is $547,000.00 and on the basis of 
actual cost $471,000,00. In 1935 the figures are 
pretty nearly even. 
" In. a letter to Mr. Howson, dated the 8th 
October 1936, (exhibit 968) Pemmans Limi ted 
3 20 stated:- 
‘The cost per unit is our standard on normal 
cost. it is to be definitely understood that 
the cost per unit as shown has no definite 
relationship to ‘selling price per unit’, Our 
6 standard costs are used for transferring mer~- 
chandise from one account to another, pricing 
inventories, and a basis for determining manu- 
facturing losses or gains. Such costs are wt 


used for price setting.'" 
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’ 


So that whenever the industry has no mamufactur- 
ing costs to produce they say, "These are our costs 
on different articles"; and we have a definite 


statement from Pemmans that standard costs sre no t 


go 


used for price setting, 

THE COMMISSIONER; But they must use sonething 
for the purpose of price setting, 

MR, MGRUER; What they use Por price setting, my 
lord, is competition, There is another barometer for 


10 
X , price setting, end that is competition. in connec- 


tion with many of the articles that venmans mnanufact- 
ure, I deal with them unier their price arrangement. 
They get together with their sonpetiters and fix 
15 | whet. prices they will charge. 
MR. KELLOCK: On a few articles, 
MR, MeRUERs But they are articles of heavy pro- 
duction, and we probably do not know the whole stody. 
" The records of Associated Textiles of Canada 
3 20 Limited were sufficiently complete for Mr.Howson 
| veo compare the standard cests sulmitted as 
their eosts of preduction with the actual manu- 
facturing costs, Associated Textiles of Canada 
Limited /filed.with. the Commission certain ‘fabric: 
together with cost sheets which were stated to 
show the cost of production. It however appears 
that the costs of production are much lower than 
the costs shown on these cost gheets. 
On the basis of Company's cost sheets in 19 


the Gompany showed a loss on operations on 


ee eee 
i 


‘tet totemeted pods ons at. sreat 


-tostiumam easmte< saedt golo itis tad 19° yrs asin sole i 


; ee = s me selene fo 


7 * ’ of A 


tag os tum sit om aac Yat aubat at atevanedw # aft 08 | aidan 

i 
. yeodt ‘wouborg ot etaoe ar | 
etiniteh a evat ew one pteolotixs. taotettih so | 


. gieoo Tuo, OTe eeedt” ,Xse | 


Fon eta ateos Pees tone SRST, BORE 7 nemetats i 
“sanoreanano, | a | 
_sgaidtes, paizg 19, epogiad, 2c Tot "i Me 


. gnidtesoa sey tape + ened dud 


qa ,pauliftes eoltg 0% eau yedt tadl :SaUHoll, Au. 
stokttvequne at duo | 
Bt baa 
ute B ifequas at godt bas, ,paittes so iny \ 


“99st al 
-tismegdstTa selcq tisdé 7 inw med? dtiw {seh t 490 
sit baa etotMequeo tied? dt iw, codtenod toa.yeaT | 
_ssazadg, Litw vodt seotsa tady || car 

eee a ee 
| »Xbose elodw ad? woe Gon ob yd ado ag ow, bas gmottonub || 
abana 20 celltxe? betstecees.to eimocot adh "| 
| moawoH. 1M rot svolquos vitnsiottive eiow Set imkl y 
| ' aa bet tt mise ataee busbasta edd staques oF | i 
~uiem Lautos od EA notdouberg.to eadeoo thedd | 
’ ghaned to eelltxel fetelecess ,edeoo yatuutoat 
po Indet mietzac qotee banod, ect dim .beltt hod bat 
| of betete oreq dotdy steeds too etm tedsegod 
| exseqqe zevowgd tI 28075 SATE TO teoo edd wode 
| nad? xowel doum.exe aot! ouborg 20 stees edd dads 
.etecd® s209 ceed? ao mwoda efaco ody 

ef ui piooda t200 a° puaqaed ‘To. 
‘ obovate 


-org yvsed to selottis ets yeds t26. 


Par 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO = CANADA 


s 


14679 


"$69,000, As a iat shes of fact, the profit 
for the year Was $140,444, the difference 
being again tm the amounts charged to the. costs 
sheets for usterial, iabour and overhead exp ens- | 
@8 as against the actual cost of these items. 
The gain was as follows; | 

Material | $73,740 

Labour 67 , 066 


% 10 Cverhesd Expense 68,592 


$209,598, 

From these figures it is cuite clear that 
individual costs prepared on the basis used in 
the cost system, would be substantially hicher 

15 than the actual costs of production," 
/ MR. KELLOCK: What do you mean by individual 
.cOsts.- the costs of particular articles? 
MR. McRUER: Yes, but only for this company. 
THE COMMISSIONER: “Individual costs" means cost 
% e per article? 

MR. McRUER; Yes. So that we are faced with this 
position. ‘We are told that the cost of production of 
these articles is as shovn on these cost sheets end 
we find that in respect of the Associa ted Textiles 

= cests of production they are substantially lower than 
those filed with the Commissioner, 
" As to the costs, Mr. Cameron of Canadian 
Celanese Limited stated: 
‘We are running the factory as a unit today. In 


any allocation of costs that you get, you might 
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bear in mind that it is a bit of. guessing in 
a factory that is ruy as a whole unit, which 
starts as a chemica] factory, yarn producing 
factory, Nils sith gl dyeing am finishing, 


and it is all in one’ unit end labour distribu- 


tion, where it goes to, is very difficult." 
There are of course many other cotipanies that operate 
in the same way; for instance there is Wabasso, with 
10 spinning and weaving and dyeing and all that, and 
many of the other large cotton companies. The state- 
ment of Mr. Cameron just illustrates the difficulty 
of relating the tariff protection to costs of pro- 
duction. because, on the one hand, you have tariff 
15 protection which is a kxown quantity and on the other 
you have cost of produetion which can bex~ represented 
as X. 
THE COMMISSIONER: Nevertheless, it is based on 
that? ‘ 
3 20 || sooopMR, MeRUER: Yes. 
THE COMMISSIONSR: It speaks of reasonable com- 
petition on the basis of relative costs, 
MR. MeRUER: 1 refer to that again later on in 
discussing the attitude of the industry generally 
to the government. 
THE COMMISSIONER: When these parties come to- 
gether, as they have, I do not suppose that there 
would be agreement between the representatives of 


the home industry and these of the industry abpoad 


at gateeers Yo tid s at th todd bam at xsed | 
fotdw ,tigu oleiv.¢ se tet el test ‘ytofost s | 


galowborg Atay ,yrotest Leolmevio s es thiate 
pauideintt te galeyb bre nolj so frdet (eros oat 


| wdisteid tyodsl dos ting ene ar iieer st bas | 


*~f-Lrve R338 yxev at ,o¢ eeog tt! ered {mold i 
ws ¢STeqO vedé eatuuaute sedte Yoram oetn09 to era onget 
fitiw ,ozasdal i etortt oonet ent Tot pyew emse oft at 
fae ,tedi Lle ban yateys bas gatveew bas saandne 
~otate ed? -astsag moo nettos egrel tedte oft To a 
yiivoln th’ oft’ nod oxd antl tevl noreme® .xM to su 
«org to eteoo od noltestorg viined ont gets alex yo 

( 


"St beat ave vOY duet aNo odd. 19 ,seusoed mo It oub 
i 


| potneaetget kod ase dole woltouborg x0 aoa eved wey | 


4 " 


| mo beasd ef tr ,eneledixevel :maworee Dias9 = a% 


| 


«id @tipe eelitaq ox edd seat “ AHOTZE BO 9 aH 


- Bowads yrtewba os ‘to eeodd bas 


‘sedto oft m6 bas Wii sane WO: 46 at iio sat geteat ore 1 


Rete ¥ ES a sae Wad | - 
7 eer :AUALO | | vi 
-noo ofdanoaset ‘40 oxeoes er. peter 6 AGA <i “| 
| -kdBoD ovitaier to atend ext no gontiseg | | 
[o hue tetal miogs # edt ot xotor I IVA Fh... AY | 
| | this eres oe ‘Yo ebut ita edt pveousl Lg 


cone |e 


etedt teat eacqaue een ob. . coved yet 3a * hana | 


‘to fev tt ad tosorqes odd eee sae “i : 


es 
- — . 
4‘ 
7 


cheer ee Ce Wee 


Gu 
+ ae 
F 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


\ 
TORONTO - CANADA 
1 


14681 


as to each other's cost of production. 
MR. McRUER: No, they do not agree. 
MR. KELIBCK: They hed a @ight before the 


Tariff Board at one time. 


5 
THE COMMISSIONER: That is why I thought the 
Tafitf Board must hafe made a “inding. 
MR. McRUER: The Ganadian industry represented 
to the board certain costs of production which they 
» , 10 vere submitting as their costs of production, but as 


amatter of -faet they were not their costs of pro- 
duction. 

THE COMMISSIONGR; Was that accepted? 

WR. MeRUER: They were accepted as costs of 

15 || production though as a'matter of fact they were not, 
and I emphasize that point later on. They samot be 
their costs of production, because they have not got 
them. 

TUE COMMISSIONER: Are you sure that the Board 

» Cs aceepted them. 

WR. MeRUER: I deal with that question speci- 
fically; but that is not all; the Canadians eriticiz- 
ea the Britishers on the ground that the costs. which 
the Britishers put in were not real costs. 

x WR. KELLOCK: No; they criticized the British- 
ers on account of their method, which did not 
arrive at the British cost of production. 

_ PHBE COMMISSIONER; I should like to see what 


the Tariff Board dia in regard to this'matter. Is 
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it a secret document? 

MR. MeRUER: There are two or three documents, 

TE . COMMISSIONER: I should like to know how 
they disposed of the difficulty, 

MR, KELLOCK: They made a definite finding that, 
so far as certain Canadian costs were concerned, they 
were 60 per cent higher than the British. 

MR. MeRUER: But those were the costs which th 
industry submitted, and they were not in fact their 
costs of production, 

MR. KELLOCK: I cannot agree with my learned 
friend in that regard; the evidence is that they were, 

MR, MeRUER :; I beg your pardon, The evidence 
is as elear as it can be that they were submitted as 
their costs of production and they are not, paeenune 
they cannot be their costs of production, for the 
reason that they camnot produce those costs. 

“THE COMMISSIONER: Perhaps by tomorrow morning 


you will be able to get some information on that 


pointe 


MR. MeRUER: If my learned friend suggests 


that this industry ean produce these costs of pro- 


| duction I want him to gay SO, because they have not 
| wreaueed then to this Commission; in fact, they 
| have said that they could notg If they told us one 
thing and they are able to do something else, we 


) want to know about it. 


MR. KELLOCK: That is not tle position at all. 


' i 
| wt iwoit tb ods to boa oge £6 yeds 
i edt ott bast of 1atteb s eben yore | :OOLIAX xe i 
) pat bemeonao otew ataoe sethensd distros" ‘ee “net 30 | 
| ,doitiad att aedt rodght bad teq"ts oxen 
att doidw aéece ould ‘etow poh som * tamuont tbe a j 
“aied? tost ak tox omen veut ‘bas had Y hindi Ge tients Jo | 
Bexiunay sae sinaty 18 see | is te 
‘pemebet Ts at tw eetgs doanse I :300gtmr em | 
| ,otew ‘Ye i tedd et ‘ocneb ive @ az cbsngax tant nit bao tv | w 
| eoneh tvs od “slob teg mHOy sed I’ :rUHoM faa i 


~~ ( Saw . ie 

™ ER Ee Re Ne Ea re. * 
U 
ey ‘ 


,et memueob coud x0 ow? ore oxed? 
wod work of eal Bivods. r - ymeworeeraod + | 


li 


ea wary bas ve o10# yout ‘Fout od ‘neo ti sa ‘aeole er “a 
eauoed hele a Ste ‘enti b fis ite i ow botg 6 ateos ttedt 
edd pe molt ouborg 26 ednos tied? od tonnes Seiad 
227209 esotd eouberg ‘tomen yaad ¢ echt onset 
ae Lier om worrem? yd eqakket “ RAMOTORTNIIOD aa = i 
tedt mo so HS sarees} eme Jeg o¢ oles ov thr wba agin J 
"gecznue bnokte Beteset We WE ecto ie] PO 
& doe to ateoo ssedt eanborg "end Qebia at edt 4 
on ovad Yost eavssed oe ‘yde é¢ nid deaw Fm 
|” yout tent af jo Haine? eld oF moat beoshe 
eno és Slot yodd 11 gto b i twoo Yeas tant bhee 7 
“ow ,9 Le babes of ‘Gt bids ‘bab teat bad a St 
‘ aa bd ek eR bedding aa with | 
‘weal i 


| 


fie 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


TORONTO 


REPORTER 


CANADA 


14683 


MR, HEWARD:; Mr, MeRuer is relating the standard 
cost to actual cost of production. We have given 
actual cost of production by tests. 

MR. MeRUER: ‘Tests of one mill. 

MR.’ HEWARD: Yes. 

MR. RELLOCK:; My friend reealls only the evidence 
of his ow witness, Mr. Howson; but if you are going 
to talk about a particular fabric you eannot say 
what every item is that enters into a yard of cloth. 
There is a point where you must estimate it. If 
you are talking about the present or the future you 
have to estimate on the basis of the past. If you 
are considering the Question on the basis of the 
past you ean get the actual cost or the whole line; 
you get the actual cost up to a point for the 
different fabries, But there is a point where you 
have tO estimate because you do not know how much 
oil for instance went into a particular yard of 
cloth. 

MRe Me RUER: It is far broader than thst. At 
page 251 I make special reference to the charges 
for depreciation, repairs and betterments, and this 
has some importance in relation to the question of 
cost of production. For instance, to take one iten, 
how tuch are you charging for inceme tax in denling 
with costs of production, 

THE COMMISSIONER: Mr. Gordon, on the last day 
we sat, stated that income tax was charged. Can I 


take that to be the rule in the industry? 
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MR. HEWARD: We showed the cost both with and 
without income tax, 

THE COVMISSIGNER: . Mr. Gordon said that tke in 
fixing prices you charged income tex to the con- 
sumer... That is to say, you estimate in your price 
a figare that will cover income tax, 

MR. HEWARD: We show cost with income tax, bom 
interest - 

THE. COMMISSIONER; Iam not talking about what 
you show as cost. The statement emcusk of to this, 
that. the Textile Company unloads its income tam on 
the eonsumer, 

MR, HSWARD; . That was. not. mentioned in connec- 
tion with eny particular fabric or the, pricing of 
any fabric, In estimating the earnings of the 
eompany as a whole -- 

THE CGMMISSIONER: Lem not, referring to earnings. 

MR. MeRUY : + I will deak with that later in the 
prief, and I have a specific reference to the evi- 
dence to show exectiy what Mr. Gordon said. I 
have ‘already touched on.the question of repairs 
in reference to individual companies. In connec- 
tion with the Dominion Textile, it will be ob- 
served that they make this statement that they had 
charged for depreciation, and they say that it was 
more than sufficient. to take.care of actual wear 
and tear and to cover capital losses as well. That 
is anselement that goes into costs; and at page 


11366 it-is pointed out, that,the course followed 


by Canadian Cottons has been carefully examined. 


"Bet ftiw dtod tdoo edt bewoda-oW aR ee 


| ae a ‘wort te HE 
nt mit tort 620d: nob +x yeaMOLeR TED aur eo 
"moo ed? of xe# cuBont DégrBHO Hoy aeoey gaits | 
. . eolrg wey al ot sutiee: SOY yee oF ei godt .ceemre bP = 
ere | mn bs eXBd eittscl vsvo5 Like tout erag it S | 
” fod kst amoont itiw teoo wots. on :CRAWER 4 of 
vad gh Mes ef 2 teeter “en | ca 
t itu Suods gaattee tom te. 1 wimoTee taba 0° ct ae | Mio. : 
ef eidt og be Invoms thenetefe ont steee e2 wore: OY. a | a a 
. iG Rsv omodal are &hpolns Yausqare 0 elitxel ons tert — | 
| 4 keatvaiog ont f I 
~benm09 ut Berto ii air ton new vad SUAAWEH WAM i ‘i 
‘te girls fen ent re otidst delvstersty baa fiw tore | Biss: 
ed? 78 ayatnres edt galt siting it ‘Sehciat tie | nae 


| Meee = eee ene js =~ elodw 2 ae Vitegues 
‘e pan Larne % Stitte‘tet tou me Tt ‘| RuMO eat o ters fis | i 
edt nt total Yodt dtiw iseb ifiw FS SyReu ay © 
| =tve ot of eoaeTSios. olttoege 8 @ved I bos* Aetrd wo} 
I : + bisa tobtoo tk Sondw UUtoaxs wode ot eoned | 
“ex Lsqet to holt deap edt a0 ‘Seitosot Yhseaba evar rz 
_ ~Sefnes nI eoinannos Leb ivibat et sénsteter ‘it | 
~So ed [fiw 32 ,alttze? sointmod od? dtip att | 
‘| bod Yedé sedy dheouststs eidd odam Youd tadd ibies 
| asw. et todd tse. yedt bas a tts hebaok Yok teigthe | 1 
 ‘ts0ew Leuton To ergo oxat of - tno tot tine’ fede ‘ile. | 
tad? eilow ae Boezol Ledtiqao teves oy besatines wnat 
 iethy bang te bas paseo ofa hm tha bible 
Wk Spe siete 


wi > 
ae 


Se, noe 
> 


a 


a - ae a wa — 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO * CANADA 14685 


Rather, what Mr. Dawson says is thet it deserves 

¢ lose exemination, and Mr. Howson's evidence confirm 
this view. Mr. Howson has prepared a statement in 
ensinwl to the Lominion Textile Company, including th 
Dominion Cotton Company end the Sherbrooke Cotton 
ceceaians Limi tea, which shows that from 1906 to 1956. 
the charges to operations and reserves for deprecia- 
tion or obsolescent pliant, for repairs and better- 
ments, and charges fmx to operations for equipment 
are taken into account. Let us look et the busines 
of this company from 1917 on, and we will see a 
remarkable inérease in charges to operations for 
repairs amlbetterments, I refer to column 4, In 
1916 they were $108,710 and they jumped in 1917 to 
$412,256 and they keep right up. The only time they 
are down is sie 1935, when the Liners is $215,082. 

We have a high of $720,000 in one year and in another 
year 716,000, In the year 1927 the sharges to 
operations for depreciation amount to $1,614,297 

and the charges to cperations for equipment amount 

to 250,845. It seers that they start a new column 
of charges in that year for equipment. These are all 
charged up to operations, from 1927 to 1936, 

THE CHM ISSIONER: What ie the meaning of 
charges for equipment? Is that new equipment? You 
have sintee repairs and betterments. 

MR. HEWARD:; That would be spindles, bobbins and 
the like. 


MR MeRUER: One would have thought that charges 
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for repairs and betterments would have been down tha 
year when they set up a new classification with 
Charges for equipment. 

THE COMMISSIONER: Where did t'@ carry the 
charges for equipment before that year? 

MR. MeRUER: We do not know, 

THE COMMISSIONER: These things are used all the 
time, 

MR. MeRUER: They must have been used since 1906, 
buv when it is laid out in that way we can see the 
great increase in the charges of these items after 
the Income Tax Act came into effect, The Business 
Profit Tax Aet came into effect in 1916 and the Incom 
Tax Act was brought in in 1918, ‘The charge for 


depreciation then jumps from $490,000 to $881,000 in 


. One year, and in the same year they charge for 


obsolescent plant $446,000 - that is in 1918 - ana 
$438,000 in 1919, Take the year 1921. The charges 
for depreciation amount to $647,000 and forrepairs 
and betterments $720,000; then there is a jump in 
that one year in connection wi th depreciation charges 
to $1,405}801. in other words we find charged there 
over two million dollars to depreciation and repairs 
and betterments. When therefore Mr. Howson said in 
his evidence that he could not reconcile in eny way 


the eharges for depreciation with the recuirements of 


| the plant, he indicated, it seems to me, that it had 


| to be determine? by the’quantity of profit made; and 


that seems to be borne out. We get to 1930 and we 
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find that there were charges for depreciation 


emounting to $1,272,036 ana for repairs and better- 


ment €554,051 and for equipment $256,164. And then 
we eome to the next year and find that they charge 
te depreciation only half the amount that was eaeaek 
the year before. 

THE COMMISSIONER: \You have referred to income 
tex, I «essume that that, partieuliar office has 
aceess to all these tings. 

MR, HEWARD: Iomay point out, my lord, that up 
to ae certain period it did not matter what you 
wrote off for depreciation. After the income tax 
came into force it did not matter what you wrote off, 
because they would allow you to fix a rate for 
depreciation. Now they allow you only what you 
write off and only up to a fixed rate. 

THE COMMISSICNER: But leaving the income tax 
aside, Mr. McRuer still has the right to argue that 
these charges are excessive. 

MR. MeRUZTR: It is out of these that they have 
ereated ~ and I was referring to this yeaterday - 

a secret reserve in profit in plant and equipment. 

THE COMMISSIONER: Ewen if it is not secret so 
far as the Income Tax officials are concerned, it is 
secret for other purposes. 

MR. MecRUGR: And it must be remembered that it 
is aifficult for the Income Tax officiais with res- 


pect to every business, to make the sort of analysis 
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that Wr. Howson made in connection with this busin- 


éas. If they undertook such « task, they would need 


a tremendous staff of auditers going all over the 
country. How far these repairs represent capital 
expenditures We are not in a position to say, but 
we do say this: you have made these profits over 4 
period of yeers and the consumer has provided you 
with the sum of $19,000,000 for deprediation and 
over $12,000,000 for repairs and betterment and the 
keeping up of your plant, and ee ,067,600 for equip- 
ment, in addition to whieh there is the sum of 


$3,640,960 for obsolescence and depreciated plant. 


---The Commission adjourned at 5 Pelle to 
resume Thursday, Februery 11, 1907. --- 
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] bably some additional equipment had been added. But 


Ottawa, Ontario, 
Thursday, February 


The Commission resumed at 10.30 Aes 


ai > = 


ARGUMENT BY MR. McRUER K.C.(Resumed) : 
I had just finished dealing with the statement in 
regard to charges far repairs, depreciation and equipment 
of the Dominion Textile Company, at page 20h e 
Now with reference to the Montreal Cotton Company), 
we have in connection with this company certain charges 
for depreciation made prior to 1901, and these were 
carried on at rather uniform ratese Your lordship wil 
aati ve in column 2, for instance, from 1889 to 1903 there 
were $65,000, in 1904 down to 1917 $115,000, So that 
they evidently, with the exception of the year 1914, whbn 
no charge was made, mainteined a uniform charge for de~ 
precis tion for thirteen yearse Then there sre chareeés 
in ‘addition to that to Operas aae for repairs and 
not terments and charges for supplics ineluding equipmenf . 
If your lordship just drew a line across the paper in 
the year 1917 and saw the remarkeble change that took 
piace between the yeorr 1917 and 1918 in these charges, 
and continuing over right down to 1935, it might be 
(natructives, For instance the charge for depreciatio 
jump s from 115,000 to $122,500~8 There is no eritici 


in regard to thet, because it is a smell change and pr 


when we come te the charges for repairs, this year, wh 


the income tax comes into effect there is a jump from 
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| $95,000. to $348,000, end the charges for equipment 


have an. imerease there from $38,000 to $54,000, which 


| is inereased again to $91,000 the next year and 


$118,000, one can hardly understand how these are, 50 


| to speak, normal charges against property, that there 


should be such a remarkable change all across the 
columns at this particular time. Then we find these 
charges for repairs and betterments continued at these 
high figures until we get down to 1951. Between 1951 
and 1932 it does not seem to cost so much to keep it 
up in repair there, but this does not include in thae 
years 1932, 1935, 1954, 1955, those very heavy charges 
that were made to wages accouht for these repairs. So 
that in these years your lordship will recollect, ther 


were about ¥250,000 charges ~~ in one year -—- to wages 


|] account for repairs. But we have the equipment supp- 


ly jumping in one year from $60,000 to $246,000 the 
nest year, getting up as large in 1954 as $541,000, 
with a charge for depreciation in that year of 
$522,000. So that we have in all the totals that 
are show. There is a summary of tham on page 254. 
Fran 1891 to 1914, charge for depreciation $1,770,000, 
in 1915 to 1935 $3,114,000- But when you get to the 


repairs, $5,740,000 in that same priod, and for 


| equipment 2,684,000. 


The record of Canadian Cottons Limited is shown 
at page 2556 There were evidence that there were 


adjustments made in their repair account on account of 


|| being disallowed by the income tax depmrtment. The 


total charges to operation for depreciation from 
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+1913 to 1936 were $15,000,000, and the charges to 
repairs $9,401,000, Again, an éxeminetion of these 
charges demonstrates the soundness of what Mr. Howson 
said that there does not agpear to be any rélation 
between the charges for depreciation andthe deprecia- 
tion the plant ought to have, but rather it is re-~ | 
| lated to profi tse Taking the depression years we iat 
how in 1934, 1925 and 1936 this company has made very 
heavy charges for depreciation and repairs and better= 
ments, | | 
THE COMMISSIONE?: Mr% MeRuer, in the ¢olumn 
"eharges to operation for repairs and betterments", 
those figures in red there, what just does that mean? 
MR, McRUER:* ” They are items that were dis- 
allowed by the income tax department, for repairs. 
THE COMMISSTONTR:; I see now, 
“MR. MoRUER : But were sllowed as depreciation. 
They charged them against the deprecietion account. 
That shows to a certein extent what 2 rule of thumb 
method this depreciation amounts to. It may be that 
the sum allowed for depreciation, if taken alone, would 
not be more than the plant would ordinarily require 
for depreciation, but where you have huge charzes 
against repair account at the same time it may make that 
“opp COMMISSIONSR: Well, in those years these 
| emounts were transferred to deprecietion without in- 
 terfering with the amount already charged to de~ 
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MR. McRUER: . Yes, my lords 


THE COMMISSIONER: In 1924 there is already a 
charge of $550,000; you add to that £877,000 and 
merely call 1% depreciation. 

MRs MceRUER : Yes, my lords There have been 
charged in 1921 to repairs $1,518,000, for instances 
One eannot conceivably understand how a charge of tha 
sort is an ordinary charge for repairs and put throug 
the company's books as suchs After all there is 
a a great law of averagese But 1915 indicates they re- 
quired $93,000 for repairs, and 1921 $1,318,000, over 
twelve times aS mucils 
MR. KELLOCK; I thought they had some sort 
15 of a fleod that years 
| MR, MeRUER; If that is 4 fact, then it was 4 
very improper charge agains t operation, that you 
eharge up ageimt operation and eosts the replace~ 
ment for the flood, But tere were other things 
dorie in that year, as we shall see later on, I have 
more or less covered what I have said already in the 
notes that eppear on pages 257, 258 and 259. 

Now in regard to the cotton companies. I have 
summariged the charges %to operations for depreciation 
25 and for insieainil and betterments for the ten year 
period revi aveds That includes the five years pre 
depression and five yeargéepression periods We have 
the Dominion Textile Company with the repairs and 
petterments incomplete, showing depreci ation 


$10,471,000, and repairs and petterments $6,457+000~ 
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Canadian Cottons, with depreciation 6,700,000 and 
repairs and bettexments 93,650,000, Montreal Cottons 
with their repair story incomplete on account of the 
fact that these charges to wages for repairs, which 
were very heavy, smounting to over $250,000 in dif} 
ferent years; are not shown in this table. The de- 
preciation amounted to $1,542,000, repeirs and better- 
ments $2,908,060, Wabasse Cotton Jompany, deprecia~ 
tion $2,543,000, repairs and betterments 9646,000, and 
sO on downe The artificial silk companies: Canadian 
Celanese, for depreciation $1,725,000, repairs and 
betterments $1,175,000.. Courtaulds, depreciation 
$4,553,000, repairs and depreciation 91,816,000. The 
silk companies are,shown on page 26le ‘The woollen 
companies are dealt with on the same page. Your 
lordship will sce on page 262 in regard to Penmans, 
charges for repairs and betterments amount to tore 
then charges for depreciation. 

Just before we leave that branch of the brief 
entirely, I have a graph that is really prepared by 
Mr, Whiteley, that gives a sort of comparative story 
of the relative value ef the earnings and the relative 
velue of the wages paide Semething was seid, for 
instance, with regard to Penmans, the rise in real 
wages with that.coupany, but Mr, Whiteley has adjusted 
that story that was told there to its proper proportions. 
Mr. Beauregard will deal. with that. But this graph 
as intended to show what the earnings in return on 


investment. show. in. respect, to the cost of living. 
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These people say, “Well, the cost of living goes down, 
therefore the value of the wage dollar goes up, and 
the wages have really been increased" .« They forget 
that thet increases the return on their investment, 
and that the consumer always is the one that peys, so 
on this graph, starting out in» 1914, with the doller 
value of aividends attributable to the original invest-| 
ment in the common stock of the Dominion Textile Come 
pany, we see how it has inereased in comparison with 
y a jj how the real wages have inereased, and never was thet 
return on the original investment o& 980,000 greater 
through the whole period than it is to-daye 
| THE COMMISSIONER; You had better put this in 
| one of the pages of your brief, so that we shall know 
where to find its Probably at the end of the part 
dealing with the Dominion Textile Company. 
MR. McRUER: LI think it should go innat the end 
of the part dealing with the Dominion Textile Company, 
y 2 ||\my lords | 
THE COMMISSIONN: Make it 1854. 
~ MR, MecRUER: Chis grephis very useful, when 
| skenovennens is advanced if there has been any rise 
|it is a very modest one, to see the list, in real wages 
25 |lte show what the real value of the return is that tle se 
| original investors got on their moneys 
This brings me, my lard, to an entirely differen 
| ‘branch of my argument, which deals with the organiza tio 
of the textile industry, and what I have to say applies 


to the industry as a. wholes Your lordship will recollpect 
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re Macdonnell of the Canadien Manufocturers Association 


gave evidence that practicallyAll the manufacturers of 


litextiles were members of the Canudian Manufacturers 


Association, ani so I start off with this one general 


organization, which is an organization of manufacturers | 


jof the daninion for their purposes, which are referred 


and the textile mills have the advantage of membership 
in thet organization of employers. The Canadian Manu= 
factwrers Association is incorporated by act of parlia- 
ent, and I was rather amazed to find the powers that 
were given to that association by statute. The objects 
of the assobiation are set out in the statute thet in- 
corporates them, and in their constitution, which is in 


eorporated in the act. "The object of the association 


jshall be to promote Canadian industries and to further 


the interests of Canadian mamfacturers and exporters. 
and to remer such services and assistancd to the membe 
of the assciation and to wishetasbarses and exporters 
generally as the association shall decom advisable from 
time to time," That ef course is a perfectly legi- 
timate object of any association, but I shall have some 
thing to say a bit later on the inconsistency of the 


anufacturers who take such effective steps to organize 


themselves and yet deny to. workmen any richt of ore 


ganization whatevere | From that point of view I want. 


to consider the power of the organizations that the in- 
dustry hases This association has given to it by act 
of parliament certain powers that I have set out at 


page 263 and page 264. "The association may prov ide 
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by by-law for the appointment of arbitrators members 
of the association to hear and decide controversies, flis~ 
putes or misunderstandings relating to any commereia 
matter which may arise between the members of the as 


ciation or any person whatsoever claiming by, through 


or under them which may be voluntarily submitted for 


arbitration by the parties in dispute". The next two 
subsp-aragraphs deal with this matter of how it is dohee 
Then article 8 is guite an amazing arti cle given to 
any association by act of parliament. "The asso- 
ciation a by by-law or resolution provide far the 
appointmmt of committees of enquiry to enquire into 
any matter affecting the manufacturing, importing or 
exporting interests of Canada, and such committees 
may exsmine upon oath, which oath any member of the 
subecommittee is hereby empowered to administer, any 
party who appears before them, and the evidence so 
taken shall be used to assist the association in ar- 
riving at a decision with referencs to the matter und 
consideration." 

THE COMMISSIONER: “The evidencesecs. may be 
used". 

MR McRU ER: “May be used", yeSe So itis 
difficult to conceive of any mattex in the whole 
economic make-up of Canada that does not affeet the 
Bann ag tert BE. importing or exporting interests of 
Canada, and this association has given to it by act 
parliament power to appoint | a eqimittee to examine 


witnesses under oath in these matters. 
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| MRe KELLOCK: If the witnesses desire to appear 
where is nothing compellable about it. 

| WR. MecRUER: They have power to administer oath 
| and examine them. | 


MR. KELLOCK: But not to bring them. 


WR. HEWARD: You have to catch your witness 


eee 


first. 

7 MR. MeRUER:; I do not mov why in the world 

the association wants that power if i% does not intend 

te use ite I do not know whether it has ever used it 
‘WR, KELLOCK: I do not think So» 

MR. MeRUER: I have just pointed out what are 
the powers which the association has asked parliament 
for and gote I am going to deal a bit later with ire 
Macdonnellts attitude ~~ not his attitude, but the 
attitude of the association as he has stated it to be, 
in respect to giving somewhat similar powers to work~ 
men. Just suppose for 4 moment that a union of wuik 
men came to parliament and asked for powers to set up 
fomittees to examine Wtnesses under oath in: regard 
‘to matters affecting the mamfacturing or exporting 
interests of Canada, I am afraidft would not get the 
support of at least the mamfacturers associction. 

The association then is divided into divisions 
and branches and trade sections. There is tle” 
Ontario division, the quebec division, the prairie 
division, the maritime division, the British Columbi 
divisions, I% has got qui teqa scale of fees that art 


payable by members, so that they evidently are able 
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faise a substantial fund to assist them in carrying 


gut ‘their affairs, The constitution is filed, and 
we note in the constitution that the association has 


a tariff committee, and I have criticized 4% on page 


266 the statement of the tariff committee in the last 


annual report as being rather a bit of propagenda 


ann eenowen! 


that they are putting out that did not too fairly state 
the case, On page 267 Mr. Macdonnell gave some evi- 
dence as to what the objects of the association were, | 


and I have one answer noted where Mrs Macdonnell said, 
"Well, as Insay, there are branches in the big cities 
and even in the smeller places like Brankford there 

is a branch there, Brantford branch might and T 

have no doubt has, slthough it is not within my re- 
Gollection at the moment, taken some action on matters 
of municipal polities, that is to say, if there is 
some question which the manufacturers living in that 
particular area consider has a bearing upon their 
interests and felt that they as a group of mamfactur~ 
ers should have something to say aboutit, they may 
proceed to do so*e So far reaching is the effect of 
this association that they can even project thaselves 
into municipal polities where they think that there is 
some question arising that affects the interests of 
the manufacturers. Again, thet may be perfectly 
legitimate, but on the other hami it is rather in- 
consistent for an association that has such powers an 
uses such power to deny to workmen a similar power, 


at any rate decline to recognize any similar right of | 
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association among workmen, I make one reference, on 
page 268, to the association's attitude with regard 
to the Industrial Standards Aet of the provime of 

— Onterio, for instance, The associetion could not cc 
to this cawsission with any policy in regard tolebor 
at all, except a policy that was entirely negative. 


But they came to the commission and said, "Ye are 


Ae arenererne, 


against the Industrial Standards Act*. But when Mr. 


Maedonnell was asked whether the sssociation had any 


10 
) duty towards organized lebour and collective bargaining, 


he said that it did not come within the scope of the 
association's activities. But it dees come within 
the scope of the association's activities to oppose, 
= for instance, the Industrial Standards Act, without 


eoming forward with any alternative propossi1 to assis 


| the workmen. 
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| The whole poliey so far seems to be a policy of 

"we buy our lebour in the lowest competitive m@ket 
with no restriction on competition, but we cleim the 
right to associete ourselves together in eny way we 
like with restrictions on competition”. What I em 
saying is notin regard to the Canadien Mamfec turers 
Association in regerd to restrictions on canpetition.s 

I say that in regerd to the other associations fostered 


by My. HeYlam of which certain members of the Canadi 


Menufacturers Associetion are menbers, and that is a 
Now, in regard to protestion they have ae definit 
policy. Mr, Meo donne lt says: 
 StTt is true generally that the Association beligves 
in protection, that is, reesona ble protection, 
as it calls it, for the purpose of enc ouraging 
and maintaining Cenadian industry.'" 
So that they have a definite policy in regard to 
protection, and we know that the reason umially ad ced 
for protection is to assist the working man, but the 
Agsodi ation thet has a definite policy in regard to 
protection hes no definite policy, or no policy of 
any kind, to pess it on to the working mans They 
do not come to the Government, or any other body, an 
say "we have got a plen —a are going to show yo 
is a fair plan under which the working man will get 
benefits of the protective policy." When they don‘ 
do that then it must be perfectly clear that when th 
glaim for protection is put forward as being in the 
interests of the working men thet it is put forward 


with insincerity, beause if the mmufacturers as a 
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) | whole really desired protection for the benefit of 
the working men they would have a policy, a well 
Orgenized policy, to see that he got the benefit of 


it. I cannot see eny answer to such a proposition, 


5 | They have a definite poliqy in regard to the colleetion 
of the subsidy from the consumer bat no policy in 
regard to the distribution of the subsidy anong the 

workers, Now then, thet is all I have to say sbout 


the Cenadien Mamfacturers Assoelation.s, 
10 | Whet I heve to say now is in regard to the eI 
ization wi thin the textile indistry asan inda stry, 
end we find thet it certsinly is not lacking in orga 
ization, First we start off with the Primary Textil 
ins titute whieh, as I heve said in my brief, isa 
18 sort of confederstion, it is a federation of other 
organizations go that these Othe org@nizetions mey 
come together and use their weight, the weight of their 
consolidated menbership, for such purposes as the central 
Orgeniztion might deem in their mutuel interests 
> * || at page 270 I set out the objects of the Primary 
Textiles Institute, 

Then, we heve the Canadien Woollen and Knit Goods 
Menufacturers Association, and I have set out in deta 
their objects, and there seemg to be very little 
evidence of the promotion of the objects set forth 
in peregraphs B, D, C, F and G, but there is evidened of 
the promotion of protective tariffs end price fixing 
arrangements in this association, 

Then, we heve the Silk Association, and its cons- 


| titution end set up are set forth on page 274 
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end page 275. . I set out the names of the parties 
thet ere. their officers, 


Then, there is the Cotton. Institute of Ceneia, 


and there is one specific phrase in their. ¢ onstitutio : 

that I wish to draw your lerdship's attention to, and : 

thet ig one.of the objects is "the representation of 
the industry es a unit in deeling with metters a ffe oting 

the industry". . ‘4 

_ THE COMMISSL ONER: “hat psege is thet? 

= 10 _, MR. .MeRUER: That.is mge.277, my lord, It is 

) underlined. Thet sounds like colletive bargaining 

but I suspect thet the type of collective bargeining 

is bergeining about protective tariffs. Now, at 
page 278 I mq@tion the fact that -- 

15 " Thee onstitution.of the Canadien Woollen and 4nit 

Goods Mamfpeturers Asscciation, in twoclaises, 

gives clear indication that a definite pur pose of 

the organimtion 4s to influenee the course of 
legislation in Canada: 

b oc '(a) The promotion of legislation calcula ted to 
encourage the mmufecture of ell clesses of wa len: 
and knit goods within the ®ominion'". 

Thet is one of their objects, 

THE COMMISSIONER: Whet pege? 
= MR. MeRJER: 278, my lord, the middle of the pages 
"€ (p>) The prevention of legislation adversely effqct~ 
ing the interests of the industry '"s 
One, I take it, would be the promotion of teriffs and 
the other the prevention of redustion.of tariffa. Mr. 


Hellem was esked in reference to clause A -= 
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"fo, I suppose thet would be the promotion of b ‘afl 


teriffs? A, If you like tocall it hig 


Q. Thet is how it is interpreted, amhow, by the 
Agsoci st ion? A. I would not think the 
Associ etion would admit there ws such a thing as 
high teriff,*" 
Now, the Associ ation certeinly seems to have ad opted 
a certain system of propaganda and ur. Halle seems t¢q 
ieve been nota bed official when it comes to putting 
the system into effeet, end one of the things thet 
they seem to have been doing wes to spreed propegenda 
to prevent industries from eoming to Canefe and locating 
heres Nov, they esk for teriff on two grounds; one is 
for the development of Canelien industry and the ben fit 
it will be to the working men, and e mther ig to bring 
industries into Canela and heve them locate here, but 
then this Associ et ion gets busy and sends out propagen da 
whieh is designed to frighten industries away. At 
page 279 I give en extract from what Mr. Hallam t erme 


a "news release", In this he stated -- 


items, as you are awere, ere werd to wite withou 
meking them appear to be propaganda’ s : 
It was difficult for Mr, Hallam just to get itin the 
‘gtpe that people would not recognize it at its true 
worth end say “oh, that is just some propegenda fra 
the Si@k Association in Canada", but he seems to ha 


done fairly well beeeuse we will read the news rel eqs 


in a minutes 
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"tYou might wire me if it is O.K. I will heave t 
justify 4% by wri ting 0 letter to the mille a long 
the lines indi cated'’", | | 
Now, Mr. Hellen is writing this to Mr, Mam, the 
Cha irmen of the Broad Silk Seetion of the Silk Associ ass 
He says it is difficult for me te conceal the fact that 
this is propegenda age I will have to write out a 
letter to the mills to justify having sent this prop- 
eganda to the United Staters Well now, we will see 
wheat the news release Wass It was on February 25, 
1955, not so long ago -= | 
sad Wernings of exe ess production, baed on studies 
of monthly production to deliveries, and stocks, 
on hand, heave been issued by the Silk 4s socia tion 
of Ceneda to the broad silt ills in Camda pr doing 
fabrics from silk and: rayon’ ", 
THE COMMISSIONER: Would you stop there e mnmat? 
Was that " fact? | Had those warnings been sent out by the 
Association? | 
MR, Me RUER: There is no evidence of the warnings 
ever mone been ‘gent out, 
MR. ‘KELLOCK: I do not agree with that, my lord. 
MR . Mo RUER: Well, we esked Mr. Hallem to produs e 
thems We pressed him < on it, end I refer to that, bat 
if they were sent out we see all the value they are 
be@ouse in the letter to Mr, Marx he says "I will heve 


to justify it by writing a letter to the mills along 


the Lines indice ted", 


THE COMME SS LONER: That is Wheat he mean t? | 


MR. Mo RUER: aS is what he is referring t Os 
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I will have to justify this werning business by writin 
a letter along the lines indicated, and he says it is 
herd to make it appear thet it ign"t propaganda, The 
whole thing is a hoax designed for no other purpose 
them to keep mills away from Canada, 

"'fhe Agsociat ion offices advises the Canadian mills 


thet while in the year 1935 the production fell 


slightly short of the deliveries in that year,in 
1934, the production was greater tin the deliver 
and that the stocks on hand in January were subst 
tislly in excess of previous years, wille advene 
infomation eoncerning Februery 19235 indie ted a 
substantial drop in deliveries over previous yea. 
This ts what the werning is that is said to have gone 
out to the mills end which Mr, Hallam said he hai to 
send out to justify it, 
"The werning in part says: 


~ 


"Great care must be exereised in production becpuse 
there is machine capacity in excess of require 
ments, The Cenadian mills have now absorbed al 
the business which was formerly held by foreign 
mills thet they om reasonably expect to obta 
and consequently this souree of expansion hes 
come to an end, The 1933 and 1934 figures indio 
clearly that the merzet for production of Cana 
mills has becone stetic end that no expansion 6 

| take plese unless conditions in Caneda imp mve 
sichen extent thet the conmmer market improv 


dn improvement of as much as 20 to 25% in the ec 


mer merket, oid which is not expected, could b 


j vs rt 
ae ie See ae ea 
PN 
a | e 
ees : g 
’ ; j eh a ee a 


Ss re . ¢taw | wae tend satan side Giiteat ot ernd ee | 


= 2 -— s F 
at 


i by $2 ayse ad ban ,biteo Bal soni! ons gaals rettos s 


ct weet. s 


I seogaa ¢ adzeo on ‘0% bo spines xed g at sabe oo | —e. 
: : ets i ee: 
Abatt D mort ers aittn goon i a 8 . 
% el! bes se themed eid ‘eoutrie ‘use Ito not #s.e oped ost? * a 


pel dey iL ab ait sald sedaets ase “mold oubor ¢ eit rerrs 
: -nddedsa ow w yveumel at basd so ‘elwde ade Perr oe 
: poserbs ella , aT 89% aso lyetg ‘to ‘gasexe a lets ‘g 
a Bake ot ao tbut Beer eardot galareon 0 yn 
: we 7 2oy gio bres = oro eotuarilob at gork ietinat edge 


prore oved oF bise al tad ai aubatunw. atid jeaw el 


of ea ed bive wal Li et deiste 5 as a1 bes ont os t #0 
bi : eee a ae get 9 atl Wi ttest ot Fro bree 


peyen ‘f199 a gala oan” 


od aot toukota ak Seulerexe od feo exes teen” re 


. —euisy ex ‘Yo suesxe xf yt oeqae ealdos£ el exsdt 


= 
a ae 


ke. Sie iced, won evel eit be aaitens edt - +8 om } 


5 age 10? yd bled <iamiot esw ‘do bite casa lusd ost es 


statde of #soqns ‘yld smear 0 vent tedid aliin 


eed notensqce to. eorsoe eid ‘ebueupea a0 0 ha 


‘ te re eotealt aset has Beet odT bas as “of emee . 


aad s &. Pee 
S 


“aol emagae on ¢add bme otters op ood aed efile 
t 6 ever gmt shaad ot exo it bheoe 1 Loos 


: vada 
Mes vordst tearm ‘wemianoe st tout ainint 


» alles “WA: i128 
> asi are o¢ Of va deen ta 3 Sone rc 


~~ /% 
ra ae 


4 1 ext sab ney Gory "net +} jadt aca #4. owas ‘of bred . 


let ott oa org odd Sebi sent edt af biiee OO) | 
- | at t88Y tedé mt eoizteriiod oat to ‘¢20Hs {ibiale 


ite Ate asd to ‘stokt ocboy xet ‘fous ont edt yiteole - 


Palle a ” 


| de. i 
ae ‘538% an ay & 
% 


seer 
He . 
: . 
fl i) 
- 
oF “ 
A 
A, 
i 
f 
| te es 
Bee 
i 
I a 
4 
5 
i: 
if 7 

eid? wa 
ef 
cs 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO - CANADA 14721 


" ‘teken care of by machinery already instelled,'" 


THE COMMISSIONER: That means then, accord ing to 
this, that they had an over-provision of machinery of 
20 to 25%, 
5 MR. MgRUER: Yes, my lord, Now -< 
" “No letters sent to the mills emtesining my s 
ware iy as is mentioned in, Exhibit 659 have been 
forthcoming, but, in eny cese, the letter to Mr, 
Merx mekes it clear thet this ste ement was issu 
) 10 to the Americen papers as pure propaganda to dis- 
eourege mills locating in Canadas Then, I 
mention what I heve already seid, Now, Mr. Hallem 
was asked epecifieelly in his evidence, as I recollee 
it, if he could produce eny letters thst were sent ou 
» to the mills, and. wes asked to pwdee them and he 
didn't do it. We cold not get them from him, Now, 
4+ doesn’; do for my friend te argue now they were sent 
out. ‘They ought to be here and if they were sent out 
we know why they were sent out, They were sent out tio 
y @. justify a piese of propeganda, So he said to Mr, Ma 
Now, there were other instances of like conduct 

Mr. Hellam. In 1933 he head given some in mation in 

regerd to the silk industry to Women's Wear, Now, 

2 Women's Wear is a peper in the United States having a 
large cirsulation mong the trade, smong the manufe 
over theres 

"The figures given were appsrently correct, but t 
vrai cht forth a pretest fron Mr, Cowling, the 

> President of the Silk Agsosiation of Canada in a 


letter da ted May 11th, 1933" 
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Mr. Cowling protested strongly that this infametion, | 


which wes evidently true informetion, should be given 
to Women's Wear, Now, we will see whet Mr. Helle says 
as to why he hed given it, 
THE COMMISSIONER: Have we the infomation itself 
MR. McRUER: Yes, my lord, we haves 
THE. COMMISSIONER: Whet was published in Women's Wear? 


MR... KELLOCK; No, my lord, I don’t think we hove. 


Thet could not be lomteds 

MR. MgRJER: Oh, I thought we had a copy of it. 

MR. KELLOCK:.1 tried very herd, my lord, to get 
periodicel] itself but we could not get it, bat, as oy 
friend says, the infometion was corrects, 

MR. MeRJER: Now what Mr, Cowling says to Mr, 
Hellem is.-=- 

wich if SE ORE res any light on the origin of [this 

article, i.should be glied if you would kindly co 

icsate with me, as I do not think it isin the interest 

ef our Trade to publish particubrs of this kind 

which might give the impression to some of our fri@mds 

in the States thet Canada has yet plenty of reom for 

development of the silk indastry'", 
So that here is information that wes given out to the 
States for another purpose, but he says "I do not thi 
it ig a good idea to give them infdOrmetion like that 
because it ey gping to let them know we are doing pre 
well over here, and it is going to be an invitation t 
some other bo dy to.come in" 

MR. KELLOCK: If I might just slear up a point -- 


MR. McRJZR: Please, you can reply to més That.i 
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my interpretation of this and i think it is sound, 
Co If you do ‘not know at the moment who supplie 
the materiel for this artic le, it might be as we 
to mike inquiries, with a view to stopping this 
kind of news, which, in my opinion, would be best 
left unpublishea'", 


~ 


Then, in reference to the article Mr. Marx, the Cha 


ove 
of the Broad Silk Section, wrote to Mr. Hallam -- that 


wes fron Mp, Cowling -— then, Mr, Marx wrote to Mr. 
Hallem about ite 00» , 
mi when I saw this article I immediately took i 
i with Mr. Cowling, end asked him to wite you, 
il wes very much surprised that anybody had given put 
such fhaveen. Of course, I know that it was not you, 
ens somebody kas been very foolish'", 
Well, ily , Halle acknowledged that it had been him, bht 
see what Mr, Hellem says in his letter, the letter h 
wre te to Mr. Cowl ing | 
wt In discussing raw material prices and the 
ma pn generally I used the figures contained 
the slipping. at the time oy view was thet infor 
mation on the increase in raw silk prices and 
sue h in form ation would give the buyers in Canada 
some thing to think about end stimulate business, 
and I must confess at the time thet the point theft 
it might encourage U,S, mills to scosider enterin 
Cenade was not in my mind as it usually is, when 
either write or talk about the silk trade to anyone, '" 
So aks Hallam hes made it cmete elear ‘thet"l said 


rman Hes ons ovis an “pepe dey in Camda, but I neper 


: i e | . b ® 210 a 
Bee. 4 ae eee 
oa mh ES AEA os 
efear PA ws i nei ee 
Sito. , leet 
ebawee ok #4 do ing 1 bite ot to motennash-tin predict yo 


detiquse odw taemost ost de wont gon ob wey 9 wcinw 


an 


[towes of tain $t jelottte atat “m2 Sabre dem a 
‘ eidt gatggote of weiv « diy  apitiv pat sien er? ‘ee 
| teod oe hivow okntes wi ai ,deidw- ,ewea to baba | 
: Bods Lieu gra oe 
a ot isdO edd x1 Si — eisivais oat oF sons ter al ‘aoa | 
told -- mal ieH sais ot etoiw weld 88 vite beord eat to | 
tH of eJomw xtel .«M , mosi¥ -- gut iwod aot nw | 
root gt thods mefl ai 
} Hood wet sibemmt I eloltte, etdé wee I sop -* 
Pete. 4 tte o¢ atd bodes Bas ,eniived ,«i aiw = 
 ¢ud nevis bed yoodyas ¢add betray te seine yey’ e ew I” 
sot tom saw ti gent wot f ,servoat@ jee sit dove 
! 2*"detLoo% yov seed asl ybodsmoe tnd | 
{ ytd aeed Bed ¢ fb to itt bento iwomled ms Iist ot Sen | 
~o "yet center ent (te of eld al Syst elle pat ¢ adi GSB | 
rani ene 8S Gye tod SIM 6& “eter | 
| af? Bus es0itg Ieiteten wet pataavoeth at Mi 4 
ae f te tt now teat a eat Seek I vi Leong so tie mt bo 
<ttat ded? eae =_— wn emtd ede tA sgatertio oud 
bas eootaq-ille wer al ceneteut edt no mot ta 
| #Beas0 ot ated edd ovis biiow aottentat dee 
ems aloud ete inmit e bas trode “dite” oF pat dt onow ity 
| ps ae eit ¢ add omit oid de sustaod umm I fae | 
ttustne rebleso of allfm .8,U egetsoone iy bx rae 
cedw ef yf Leven tt ‘ea bute yer ab ‘tom sew nbameo” wn 
** 0 jouae of bert alte ext toda List » hagensh seditte =" 7 
il FE bioa’ I"tade ‘teelo ot isp a4 ‘elleik’ cod tal mk « ° “a | 
‘Tr tad <mbata0) ak fae acai. 4 


= ~ ‘= 
ee Pai or. 
: - - es ‘} 


nae 
ay 


oe J ee) 
eu | 
i 5 ee pe 1 ) 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO - CANADA 


thought for a minute that would induce ey Uniteé 
States mills to come here beca use I usually heave 
that matter in mind ond I never say anything that 
would do thes! I would not be giilty of anything 
like that". | 
Then, on September 25, 1928, Mr. Halle wrote 
to Mr. Watson: 
"'T was vey pleased to have your letter of 
September 24th re publicity for the silk Industry 
ne the Women's Institutes, The points you 


made are carefully noted and I believe the work 


ean be done without supplying useful information 


to foreign firms who may desire to locate in Cenada'". 


He says, "I think we cancarry on this propagenda thr 

the Women’ x Institutes without giving eny inf®rmation 

thet would bring eny other body here", Wewant this 

for ourselves. 

? Then , i deel with another caupeny that was evidently 

intending to stert here, The Menhattan Mills, Limited, 

and Mir, Watson said, in reference to this enterprise: 

"Il om wondering whether we could in good taste draw 

his attention to the fact that a lot of things might 

happen at the coming Imperial Conference to make the 
weaving of rayon in Ceneda quite a qiestionable 
proposition end suggest to him that they should 

| make some enquiries at Ottawa before they start u 
shady wiles or wtp Same until this cwstion 

set tled by the Imp eri el Conference and beome ma 

bers of the Assoc i ation in the meantime so thatw 


cen use this establishment asan argument to further 
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"petting adequate protection or at least reteinink 

whet we have on the present schedule"s 
Now, Mr. Watson says two things here, He says in the 
first plese try and get this fellow to just hold off 
frighten him a little about what might heppen et the 
Imperial Conference before he starts up his plant, 
but in the meentime get him to be a member of our 
Assoeiation so we ean go to Sttewa and say “we have one 
more member of our Association, and if you do anyth 
you ere going to hurt us beceuse look at the number 
plents we heve here, and this adds one to it". it 
just shows whet is going qm, We did not write thes¢ 
letters. They sre written by important officials of 
the Association and there is what they are saying am 
themselves, end I think the very best evidence of what 
they do, on what they say in their corres ponflehge on¢ 
with enother, 

I meition the othee ectivities of Mr, Heallamin 
relation to his study elub notes, ani how he was eve 
trying to edueste the Liberal Members of Parliament 
so he said, I don't know what success he hades 

Then, one other matter thet I think I ought not to 
pass over, and thet is thet we found -- and I cannot | say 
and do not sey thet this was organized by the Associstior- 
we find Mr, Wetson suggesting it is time for them to 


get busy, prepere for the inevitable, and get out 


itable being an election, but Mr, Hallam said he never 
eollected eny funds, and thet is all the evidence th¢re 


is on that, 
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MR: KELLOCK: Mr. Wetson seid he never herd of the), 


thing being done either. 


MR. McRUER: Noo 
THE COMMISSIONER: What is thet that he never heard’ 
MR. KELLOCK: Mr, Watson, who wrote that letter, 
said he never knew of it being donee 
MR. MeRUER; Ke wes evidently wanting to institute 
some things 
THE COMMISSIONER; Did he say what he was w iting 
) 10 it for? 
MR. KELLOCK: It wes his suggestion, but he said it 
had never been done in his experience pefore or after 
that times 
MR. MeRUER; I suppose my friend is saying no textile 
15 firm ever collected funds for ceampaigm purpOsess 
MR. KELLOCK: My friend hes more experience in tha 
then Ie 
MR. McRUER: Well, my friend better get out and leaim 
sanething.s However, there is no doubt tha t what Mr. 


y me Watson wes proposing to do, at any rate, was to use 


| the power of their orgenizetion for the collection 0 
| campaign funds, end he says they did not do it and My, 


Hellem said he never heard of swha things 


Tiik COMMISSIONER: Wheat did Mr. Watson sey about that? 


Fi MR. MeRUER: He said it was merely one of his 
| suggestions to Mr, Hellame Thet was, as I ree olle 
it, his evidencés | 
MR. KELLOCK; Thet is corrects 
Fr MR. MeRUER: He said it wes just one of his sugges wons 


I think Mr. Watson rather took the attitude thet he yas 
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a good sugzester but nobody ever peid attention to 
any thing he sugzested, ‘Theat is rether the way he 
put it generelly in his evidmce, but I don't know 
whether they wuld keep him es Chairmen of the Tari 
Comittee of the Silk Association if nobody ever pal 
sny attention to him, but when we come to the Monare 
Knitting Compeny we have something that is definite] 
reprehersible with my industry, endthat is that they 
should essociate a political campaign, put politica 
propegende with the pey of the employees by putting 
into their pay envelopes, gealed in the ir pay envel¢pes, 
politicel propagends, and I wnt to just deal fora 
moment with whet ec tmelly happened here and the 
dishonesty of what heppened, the absolute dish mes 
of it and the unfeirness to the employeeses 
Now, this panphiet that was put into the pay 
envelopes at the Dynnville plant of the Monarch 
Knitting Compeny conteins the following peragraph; 
this was put in just prior to the election of 1935 
elong with wns pay end sehled in the envelope. 
"'vir, King has pl edged himself to ter iff reductipns 
which will fleod the Cenedien market with textile 
goods from Japan end other foreign countries. 
Do you realize what this means to the jobs of 
46,000 textile workers in Ontario, of which aboyt 
26,000 are women? 
Whet will happen in the 82 eities, towns and vijlagest 
of Ontario in which textile plmts are loca tea? 
The pamphlet goes on to geay"-~ and this is a 


stetemat concerning whim I just wich to test its prath. 
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provided textile teriffs under which a prosperous 

textile ind&istry was buiit up in Ontario towns. 

Thirty years sgo'"-— end that would take us back 
1905 ~= "'thirty years ago the liberal Government red 
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‘ "'gixty years ego the Conservetive Government ; | 
ed 
etisting tariff rates and many spinners, weavers and 


ayers were thrown out of jobs, many lost their hones, 


é 


many hed to emigrete. The Ontario villeges and tpwns 
that lived upon the textile industry were sent in 


decay ar 


19 
. 


Now, that was put into the pay envelopes in Dan vib 


by the Monarch Snitting Compenys Between 1903 and 1912, 


just et the period that this eapany was telling its 
employees in 1935 that the Ontario villages end town 
15 thet lived upon the textile industry were sent into 
$7,500 invested in the very business where these 
emloyees were wotking had multiplied to $750,000, a 
not only that bat the evidence shows that at the ver 
time that they sey thet employees were having to 
emigra te thet very firm was sending an Anglican mini 
to Englamni and Seotland to get employees and bring t 
to Dynnville beesuse there were insaf ficient employ: 
in Dunnville to meet the needs of the company. ‘They 
were importing immigrants int Dunnville to work in 
their factories end paying their expenses to come th 
THE COMMISSIONER: Was it not in 1909? 
MR. KELLOCK; Yes, your lordship asked the questio 
et the top of the next page in my friend’s brief. 
THE COMMISSIONER: Wes it not in 1909 this ce anpany 


built a second plent? 
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MR, MgRJER: They built a second plent in St. 
Catharines and one in St, Thomese 

THE COMMISSIONER Im 1910, 

MR. KELLOCK: Thet is et the time that the new 
5. || employees were brought outs 
MR. MgHJER: 4nd at..the very time that the $7,500 
Was multiplying to $750,000 this company comes in 
+1935 and tells this dism1 stow to its employees to 
frighten them into yoting in a particular way. 

MR, BRUNZAU: How did it work, Mr, Mg Ruer? 


MR, MgRJER: Oh, it was successful propagen dais 


smerrma-tyeenenaroeanensresien tno nsco veer cities SAAD EY nn he PSA Per SSA NAN NOT LE ACOH TST SLED OPE ST ac OS es SAARI 


MR. BRUNEAU: I heve elwys thaght that sort of 
thing failede | 

MR. MeRUER: Oh, they have tried it, have they, at 
Cenadian Cottons? 

WR. BRUNEAU: No, never; we have a clean record in 
that respeo tx 

MR. MgRUER: At any rate, however it mey have. work 
the emloyees have the right to expect thet they will 
receive, at least, a free hand, dis associated from 
any conneetion with their pay whatever, to vote as th 
like in any industry, end what is more common hones ty 
demends thet if eny steteuent is undertaken to be mad 
by a tariff pro tec ted industry to its enployees it 
shell not so violete the tmth as this stetematt 
ylobated ite Strong lemguege is not strong enough 
to condenn en-ection sush as thet with the background 
of history that the ecanpany has» 

Now, this brings me to the subje@ tkef eombinatio ns 


end monopolies, my lords 


“= The Comission adjourned for a short recess. 
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-~ On resuming at 12sP.Ma 


MR. MeRUER: Now, what I have to say in reeerd 


to the subject of combinations and monopolies must 


5 
be prefaced by some reference to the Canadian Law. 
In considering any agreement in restraint of trade 
or price-fixing agreement or monopoly in Canada we 
have to heve in mind the very drastie increases 
) +4 in tariff protection given to the industry in 1950, 


If &4n industry carries on business under free trade 
conditions without any tariff protection the injury 
that is likely to be done to the consumer by a2 trade 
15 agreement is probably a small one, depending to a 
certain extent on how far the consumer is dependent 
on the domestic source of supply. But when we have 
a tariff protection given to the melters of the indust 
whieh says that up to a certain point you may charge 


> 20 


before you are subjeeted to any foreign competition 


or any competition from abroad, and you have the 

members of the lannatxy getting together and eliminstigg 

domestic competition, it puts the eosumer absolutely 
25 within the taxing power of the industry and they have 
the power to take from the consumer every last dollar 
that they can take from him before reaching the level | — 
at which goods will come in and pay the transportations 
charges to Canada and pay all the different varieties | 


of duties that may be imposed upon them, So that 
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I am noténunciating any new or novel principle of law 
when I say that trade agreement and agreements against 
competition must be serutinized much more carefully 


in a country where there is a protective tariff 


5 
than it is necessary to scrutinize them in a country 
where there is not a protective tariff, and I will 
refer in a el soe to judicial authority in that regard 
Now, the first effort thet was made in Canada 
9 10 | to deal with the subject of trade agreement, agreement 


stifling competition or agreements to enhance the 
price, was made in 1889, I think it was, when section 
498 of the Criminal Code was enacted, In 1910 
15 the present Prime Minister as Minister of Labour 
tearednsed a Combine Act, which was an Act designed 
for the purpose of invent izating combines but did not 
eontain qeuet cious for the dissolution of combines, 
it being considered, I take it, at that time that that 
» was beyond the constitutional power of the pominion 
of Canadas In 1919 two statutes were passed known 
as the Board cf GCommerceAct and the Combines and Fair 
Prices Acte These Statutes provided for the investi- 
25 gation of combines, provided for investigation as to 
whether prices. were fair or not and powers of that 
sort ann the Board of Gemares was acpowsre® to make 
orders for the dissolution of combines and if the Boarfi's 


orders were disobeyed provision was made that those 


disobeying the orders should be liable to certain 
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penalties. It was made a criminal] offence to 
disobey the Board's ordere This Act went to 
the Privy Council on a Reference and was held by the 


Privy Council te be ultra vires of the Dominion of 


Cenada, in that it was considered to be within the 
jurisdiction of the Provinces enly to make orders 
in regard to those rights of contract and make orders | 
thet an agreement in restraint of ceed. whould be 
5 10 dissolved, and that cther powers held by the Board 
were also held to be ultra vireSe fhen in 1923 the 
Combines Investigation Act was introduced, which 
was drawn in the light of the decision to the Privy 
Council in regard to the Board of Comusrce Act 
: and Combine and Fair Prices Acte The Combines 
Investigations Act made it a criminal offence to 
combine to do certain things, which I shall refer 
to in a moment, and provided alse machinery for 
20 investigating to determine whether parties had com- 
bined to do those offensive acts, That act went 


to the Privy Council again in 1929 or 1950. 


THE. C GMMISSIONER: Was that a reference? 


MR. MCRUER: Yes, on a referencea It was 
referred to the Supreme Court of Canada in 1929 
and in 1930 went to the Privy Councils Dudgment 

was given in 1931, as I recollect it, holding that 
| that Aet was valid end that is the Act thet is in 


30" ' force now with some slight amendments and gov eras 


. the action of members of this industry since 1925. 
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May I just analyse for a moment, my lord, 
some of the provisions of the €ombines Act? They 
are copied at page 289. In the first place we 
have the definition of "Combine" as a mended by the 
Statute of 1955.4 There is not a great deal of 
change in the definition, only it was set up in 
better forms 
"Combine means a combination having 
relation to any commodity which may be the 
subject of trade or commerce, of two or 
more persons by way of actual or tacit 
contract, agreement or arrangement having 
or designed to have the effect of,” 
Now, there are two things there, one is that it is 
an agreement having or designed to have the effect of. 
"Limiting facilities for transporting, 
producing, manufacturing, supplying, 
Wisthd or dealing, or 
(b) preventing, limiting or lessening 
manufacture of production, or 
(c) Fixing a common price or a re-sale 
priee, or a common rental, or 4 common 
cost or storage or transpatation , or 
(a) enhancing the price, rental or cost of 
article, rental, storage or transportation," 


THE COMMISSIONER: ‘That must be wrong. Would it 


\lbe tany article? 


Sur WeRUER: No, that is the way it is worded. 
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I had great difficulty in knowing what tit meant. 
THE COMMISSIONER: I think. it simply means any 
articles 
MR. MeRUER: 
"(e) Preventing or lessening competition in, 
er substantially controlling within any 
‘Be | particular area or district generally, production, 
manufacture, purchase, barter, sale, storage, 
10 transportation, insurance or supply, or 
(f) Otherwise restraining or injuring trade or 
commerce g 
or a merger, trust or monopoly, which combination, 
merger, trust er monopoly has operated or is likel 
rs to operate to the detriment or against the interes 
of the public, whether consumers, producers, or others?" 
The very important words are “has operated or is 
likely te operate to the detriment or against the 
% 20 interest. of the public." Now, it may have operate 
or it may only be that it is likely to operate to 
the detriment or against. the interest of the public. 
THE COMMISSIONER: -I suppose if it is found 
to have operated that discloses its nature and then 
you have the proof or otherwise you have to decide 
whether it is likely te operates 
MR. MeRUER: . Yes, it may not yet have operated 
to the detriment of the publie but you must decide 


30 || under all these circumstances is it likely to operate 


to the detrimant of the publie having regard to all 
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the circumstences and to humen’ mature as it is. 
"A merger, trust or monopoly is defined as 
follows: 
‘Merger, trust or monopoly’ means one 
or more persons 
(a) who has or have purchased, leased or 
otherwise acquired any control over or 
interest in the whole or part of the business o 
another," 
That is, if they have gone togethers 
"(B) who either substantielly or completely 
control, throughout any particular area 
or district in Canada or throughout 
Canada the class or species of business 
in which he is or they are engaged; 
and extends and applies only to the budiness of 
manufacturing, producing, transporting, purchasing 
supplying, storing or dealing in commodities which 
may be the subject of trade or commerce; " 
we are not concerned with wit may not be in it. 
We know as far as the Textile indusiry is concerned 
that they do a€eal in those articles that may bring 
them within the scope of the Act. 
“Provided that this subsection shall not be 
construed or applied so as to limit or impair any 
fight or interest derived under 'The Patent 
act, 1935", or under any other statute of Canada, 


Now, the penalties are provided by Section Sée 
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"32. Every one is guilty of an indictable 
offenes and liable to a penalty not exceeding 
ten thousand dollars or to two years imprison- 
ment, or if a corporation to a penalty not 

-execseding twenty-five thousand dollars, who is 
a party or privy te or knowingly assists ie 

the formation or operation of a combine within» 


the meaning of this Act," 


Now, the effect of all that is this that under Sectio 
2, on page £89, a combine is defined as anyone who 
dees any of those things and if you are a eokbine 
then you are subject to the penalties or if you are 
a party to or privy to or knowingly assist in the 
formation or operation of a comine, you are subject 
to the penalties provided by Section S24 
Se that. if parties are parties to an agreement for 
fixing a common price or re-sale price or party to 
an agreement preventing, limiting or lessening 
production or parties to an agreement preventing 
or lessening competition, which is either actual 
or tacit or is designed have any of these effects 
and which is operated or is likely to operate to the 
detriment of the public, then those parties offend 
against the provisions of the Act, 

Now, that is the Combines Act which has been 
in effect since 1923» Some slight change in the 
wording of the definition over that time but not so 


substantial as to affect our consideration to-day. 
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“Then we come to Section 498 of the Criminal 
Code. itwas first enacted in 1889, and my recol- 
lection is that Hansard - I can have this turned up - 
but it just SiaSs te me now - I have not referred 
in my brief to it - that the debate in Hansard show 


that this section was introduced because of the 


protective tariff. 
THE COMMISSIONER: You mean in 1889? What yeans' 
debates are you referring to? 
MR. MeRUER: In the Debates of 1888, fhis sect iion 
498 of the Criminal Code went to the Privy Council 
on the Reference at the same time as the Combines Act 
So determine whether or not it was within the power 
of the Dominion Parliament to enact this as a criminal 
offences 
THE COMMISSIONER: And it wasfpheld? 
MR. MeRUER: Yes, I have just asked Mr, yalton 
to get from the Department of Justice the Factums 
that were filed at that time because they will have 4 
complete record of the history of the legislations 
Now, Section 498 of the crimina code reads 


as follows: 


"Every one is guilty of an indictable offence 


and liable to a penalty not exceeding four thou- 
sand dollars and not less than two hundred 


dollars, or to two years imprisonment, or, 


if a corporation, is liable to a penalty not 
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not exceeding ten thousand dollars, and not 
less then one thousand dollars, who conspires, 
combines, agrees or arranges with any other 
person, or with any railway, steamship, 
steamboat or transportation companys 

(a) to unduly limit the facilities for transporting, 
producing, manufacturing, supplying, storing 

or dealing in any article or commodity which may 
be a subject of trade or commerce; or 


(b) to restrain or injure trade or commerce 


in relation to any sueh article or commodity; " 
Your Lordship will notice the worde tunduly"” is not 
. in paragraph (b)e The word appears in the other 
| three paragraphs but not in pepgagpph (b). 
THE COMMISSIONER: That will mem then, merely to 
restrain trade or commerce in relation to any article 


is a triminal offences | 


> 20 UR. McRUER: "(e¢)to unduly prevent, limit, 


or lessen the manufacture or production of any 
such article commodity, or to unreasonably 
enhance the price thereof;" 
You see, they are rather promiscuous in their language} 
THE COMMISSIONER: Yes, 1 notice Parliament spli 
their infinitivese 
MR. MecRUER; When this went to the Privy Council 
in the judgment of Lord Atkins he draws attention to 
30 the fact of the split infimitivess | 


"(a) to unduly prevent or lessen competition 
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in the production, manufacture, purchase, 
barter, sale transportation or supply of any 
such article or commodity, or in the prive of 
insurance upon person or property. 
2e Nothing in this section shall be construed to 
apply to combinations or workmen or employees for 
their own reasonable protection as such workmen 


or employees,” 


10 Now, i am not geing to deal with the judicial inter- 

pretation of these acts at the moment until we have 

reviewed all the statutes that bear on the question 
of combinations. 

e liow, — come to the Customs Tariff Act, 
Section 15, as a section, has been in the Act for 
some time; ) | 

"whenever the Governor in Council deems it to 


be in the public interest to inquire into 


b) 20 any conspiracy, combination, agreement or 


arrangement alleged te exist among manufacturers 
or dealers in any article of commerce to unduly 
promote the adventage of the manufacturers or 
dealers in such article st the expense of the 
cousumers, the Governor in Council may commission 
or emplower any Judge of the Supreme Court 
or of the Exchequer Court of Canada, or of any 
superior court or county court in Capada, to hold a 
inquiry in a summery way and venous to the 


Governor in Council whether such conspiracy, 
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combination, agreement or arrangement exists." 


To get the background of this Section, your lordship 


would need to remember that it was in the Customs 
Act before the Combines Investigation Act was passed 


So that at the time this legislation was introduced 


into the Customs Act we did not have the provisions 
| of the Combines Investigation Act making combining 
& criminal offenee if likely to operate to the detri- 
) 10 ment of the public. 
THE COMMISSIONER: When was this provision 
enacted? 
MR. MCRUER:; That has been in for a long time, 
THE COMMISSIONER: Is it in existence as long 
| as section 498 of the Criminal Code? 
MR. McRUER: No, my lord, I will get tht 
| information when I get these factums, 
THE COMMISSIONER: The Statute itself ought 
> 20 || to show that, That’ will refer to the last revision 
and that revision will refer you to the original. 
| MR. MecRUER: (2) The judge may compel the 
attendance of witnesses and examine them under 
cath and require the production of books and 


papers, and shall have such other necessary 


| | powers as are conferred on him by the Governor 
in Couneil for the purpose of such inquiry. 
(3) If the judge reports that such conspiracy 


combination, agreement of arrangement exists in 


respect of such article, the Govemor in Coucil 
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may admit the article free of duty, or so 
redues’ the duty thereon as to give to the public 
the benefit of reasonable compe tition in the 
article, if it appears to the Governor in 
Council that such disadvantage to the comsumer 
is facilitated by the duties of Customs imposed 
on @ like articles": 
That, of course, is a ease where there is a specific 
10 reference by the Governor in Council for the purpose 
of determining these things and it is action that may 
be taken when the Governor in Council has the report 
of the Judges fhat is to give the Governor in 
of Council a power to reduce duties without consulting 
Parliament. 


THE COMMISSION R: That would seem to assume that 


the duty fixed by Parliament in the particular instanc 
was too highs 
) =! MR. MeRUER: Welly it would have to be too high 
pefore the Judge could report or the Council could 
come to the opinion that the disadvantage to the 


consumer was facilitated by the duties, I don't know 


hat it starts off assuming in the first place it is 


25 
too highs 
| THE COMMISSIONER; Do not we generally assum that 
| protective duties should not exceed that very limit - 
thatiis, the limit of affording reasonable competition 
30 


MR. McRUER: I think if we assume it nowadays that 
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the assumption is a rash ones 
THE COMMISSIONER: That is certainly assumed in th 
British Treatys 
MR. McRUBR: Yess 


‘HE COMMISSIONER: It is the foundations 


M Re McRUER: Quite, it is the only sound foun- 
dation for any protective tariff, but what right have 
the manufacturers to say we demand from the Governmen 

10 the right that consumers buy from us and at any price 
we like to sell to them. “It is a very erroneous 
standard for any duties to be fixed on. 

There is some similar provision in the Combines 

i Investigation Act, Section 29: 

“whenever from or as a result of an investigation 

under the* provisions of this Act, or from or as 4 

result of a judgment of the Supreme Court or 

Exehequer Court of Canada or of any 

» 20 superior court, or eirevit, district or munty court 
in Canada, it appears to the satisfaction of the 
Governor in Gounecil that with re ard to any article on 
commeree, there exists any combine to pranote 
unduly the advantage of manufacturers or dealers 
at the expense of ‘the public, and it appears to th 

Governor in éeunets that such Gisadvantage is 
facilitated by the duties of customs imposed on 
the article, or on any like article, the Governor jn 


‘Council may direct either that such article be 
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admitted into Canada free of duty, or that the dut 
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theteon be reduced to such amount or rate 4s 


will, in the opinion of the Governor in Council 


give the publie the benefit of reasonable 


comp etit ions " 


Now, the only difference there is between this section 
and the section in the Customs Tariff Act is that be 
this action may be taken either when an investigation 
has been held under the Combines Investigation Act 


and a combine disclosed or when as a result of a 


10 


judgment of the Supreme Court or Exchequer court or 

Circuit Court or District or County Court it appears 

to the satisfaction of the Governor in Council that 

the combine exists. It extends the Sareea of infor- 
: mation that the Government in Council might have 

before actings 

THE COMMISSIONER: I think the Governor in 

Council must be convinced of two things: First, 

» 20 that there is a combine and, secondly, that the Custom 
Tariff in respect to the articles dealt with 
facilitates the combine, 

MR. MeRUER: I think that is correct. 


THE COMMISSIONER: And in that case take action. 


) 
| 
| 


MR. MeRUER: And then comes the source of infor- 
mation on whieh he may depend to convince him. 
“THE COMMISSIONER: we will adjourn now, 


-- The Commission adjourned at 12,50 P.M, to resume 
at 2450 PeMe 
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20 
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APTERNOON SESSION 
-~ On resuming at 2.30 pels 


ARGUMENT BY MR. MeRUER, K.C. (Resumed) ; 


I referred this morning, my lord, to the pro- 
visions of section 488 of the Criminal Code and the 
provisions of the Customs Tariff in respect to 
combines and combinations in restraint of trade, and 
I stated thet when the sections were introduced into 
parliament, seme eta ly the provisions in the Criminal 
Code, they were expressely referred to as protection 
to the consumer in a doentry where there was a protect 
ive tariff. I have here a reference to Hansard, 
February 29, 1888. 

THE COMMISSIONER: Was this provision, which 
is now section 17 of the Customs Tariff, in effect at 
that time? 

MR. MecRUER: No, my lord, but I will deal with 
it in a moment. 

THE COMMISSIONER: What are you dealing with 
now? 

MR. McRUER: I have a reference to it as well, 

THE COMMISSICNER: What has this reference to? 
| MR. MeRUER: This has reference to section 498 
of the Crimi naa Code. It was introduced first into 
pabliament in 1888, but did not become lew until 1889, 
and it arese wit of a special Sdratdt tee of parliament 
that was appointed for the iatietite of investigating 


combines in Canada at that time. It is interesting 
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to make one or two referenves to Hansard of February 


29, 18868, aie 28 to 36. Mr, Edgar was speaking: 
"I didn't say the Herald; 1 would not venture 
to quote the language of that organ of public 
opinion ese” | 
I do not know what Herald that was 
MRe KELLOCK: The Herald of Montreal. 
| MRe MoRUER ; 
".sethe Herald, When the pens member for Northum- 
10 | 


t) berland (or. Mitchell) is have himself. However, 


I would like to read to the house a short artiele 


from the Montreal Daily Star +.” 
Now this will be all right. 


fe "...published on the 14th instant, on this 


subject, and I would commend it to the 
| attention of wy hon. friends bpposite. It 
is headed, ane Combines,* and is as follows; 
'The quest ion of the Supression of "the 
combinest is not merely e question of the 
whole nation paying a cent or two a pound 
more For its suger than it need pay. It is 
the growth of the hveetvi we system that we 
have to fear. The rapid Ceyeoynen’ of the 
25 trade. trusts in the Uni ted States and the 
financial suceess of the trusts in Canada is 
alarming. Soon every article, the manufacture 
of which requires the is wumtaaxt of large 
capital, will be controlled by a trust in 


the United States, and the spectacle of 
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j 
" Ganedian commeréiel corporations earning 
more than the amount of their whole capital 
in a single year must prove very tempting to 
those manufacturers in Canada who have not yet 
formed ‘combines’, The abolition of the pro- 
tective duties on the articles controlled by 
the Canadian ‘combines’ at the earliest poss- 
ible day has become an imperative necessi ty. 
fe The friends of the National Pobicy must see 
that this is necessary. The only possible 
alternative is free trade; and of the two evils, 
free trade or ‘combines’ protected at the ex- 
pense of the nation, we prefer free trade, We 
15 believe that under the peculiar conditions 
| which prevail in Canada protection is absolut- 
ely necessary to the development of the 
country --'". 
And Mr, Bdgar says : 
L) at "Se you see this is a protectionist. organ." 
And the quotation then goes on; 
teebut protection for the benefit of ‘combines’, 
protection to make wealthy monopolists more 
| | wealthy is impossible.in.a free sountex, While 


‘combines’ are protected the National Policy is 


in danger,” 
I em indebted to the Montreal Star of 1888 for quot- 
ing something that i have attempted to put in my 
brief, but. saying it in much stronger language, 


Then I want to refer to a statement of 
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Sir Richard Cartwright on May 18, 1888; 
" ] think it is tolerably cleer that the House 

cannot proceed further with this bill, and I 

am inclined to believe that service has been 

rendered by this committee in calling the 
attention of the country to the natural fruits 
of the absurd system of protection under which 
we are at present livi-g. A great deal of good 
Will be done in the way of opening the minds of | 
the people to see whet comes of delivering the 
power of taxation to a few favoured individuals 
at the expense of the general benéfit of the 
coumbnhity, and therefore I am (nedtwed with the 
First Minister in thinking that good wild come 
of this, That, however, IT think, will be the 
only good that wiil come of it. * 

| HE COMMISSIONER: What page is that? 

MR. MeRUER: That is on the 18th May, 18688, at 
pages 1544 to 1546. What I am reading ereim is a copy. 
It is at page 1545. 

Then we come to the introduction of the pro- 
visions in the Customs Act that I have just referred 
to. Those were first introduced into parliament in 
1897 by the Minister of Finance, - that would be the 
Hon. WeS. Fielding, I think, 

THE COMMISSIONER: Yese — 

‘MR. M@RUER; At page 1125 of Hansard, 22nd 
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". The Liberal platform from which J read an ex- 
tract tonight declared that a protective tariff _ 
had. fostered met monopolies, trusts and con- 


bines. Those combines, I am afraid, have not 


wholly been destroyed, and i think there are 
some of them in Canada now, and 1 propose to 
give them a certain notice that they May gov- 
ern themeelves accordingly. Therefore we pro- 
pose « resolution which we hope will be useful. 

I know how difficult it is to reach the combines. 
I know how ingenious they are, and there is the 


parest possibility that they will be able to 


elimb over this resolution.* 

15 || + am afraid our experienes of this investigation in- 
aicates that they not only climbed over it but 
hurdled it completely, without ever coming near ite 

* But that is no reason why we should not make 
an effort so deal with what is regarded as a 
) = great evil in the community; and I propose 
this resolution." 
The resolution proposed was: 
* [hat whenever it shall appear to the satis- 


faction of the Governor in Council that as 


z respects any article of commerce there exists 
any trust, combination, association, or agree- 
ment of any kind among the manufacturers of 
guech article or the dealers therein, or any 

30 portion of them, to enhence the price of such 


- 


6 
article or in any other way unduly promote 
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* the advantage of such manufacturers or dealers 
at the expense of the consumers, and that such 
disadvantage to the consumers is facilitated 
by the Customs dut}a@s imposed on’ like articles 
when imported, then the Covernor in Council 
shall place such article on the free list or so 
reduce the duty on it as to give to th public 
the benefits of reasonable competition on such 
articles." 
THE COMMISSIONER; That is not the present law. 
MR. MORVER: Itis not, and I em not mre that 
it was in that form when fimally adopted. That is 
the resolution irtroducing it inte the house, and it 
_ debated at some Length. On June 2, 1897, at page 
$246 of Hansard, the section that was then section 17 
Was considered by the committee, and it read as 
follows;:= 
" {hat whenever the Governor in Council has 
reason to believe that as respects any article 
of commerce there exists any trust, combination, 
association or agreement of any kind among the 
manufacturers of such article, or the dealers 
therein, or any number of than, to enhance the 
price of such article or in any other way to 
unduly promote the advantage of such manu- 
facturers or dealers at the expense of the cone 
sumers, the Governor in Council may commission 


or empower any judge of the Supreme Court or 
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Exchequer Court of Canada, or of any supretie 
court or high court in eny province of Canada, 


to enquire in a summary way into and report to 


the Governor in Council whether such trust, 
combination, association or agreement exists; 
with power to such judge to compel the attendance 
of witmesses end exemine the same under oath, to 
require the production of books and papers, and 
with such other necessary powers as may be con- 
ferréd upon him by the Governor in Council for 
the purposes of such enquiry, and if such judge 
reports that such trust, combination, associa~ 
tion or agreement exists, and if it appears to 
heats the Governor in Council that such disad~- 
vantage to the consumers is facilitated by the 
Customs duty imposed on a like article when im- 
ported, then the Governor in Council may place 
such article on the free list, or so reduce the 
duty upon it, as to give to the public the 
benefit of reasonable competition in such 
article,” 


That comes dowm pretty much to the Act as it 


is ROWs 
25 
THE COMMISSIONER: No, but of course that 
provides for an enquiry. 
MR. MeRUER; Yes, my lord. 
THE COMMISSIONER: The Customs Act now does 
30 not provide for an enquiry. It simply says the 


Governoy may do this. Of course you have the 
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Gombines Act which does provide for an enquiry, But 


under seetion 17 of the Customs Act, as it is now, 


provision is simply made for the Governor in Council 
MR. MeRUER: I am referring to section 15, 
Under section 15, as it is now, of the Customs Tariff 
Act -- 
THE COVMISSIC! ER: Have you set out seetion 157 


MR. MeRUER: Yes, at page 291. That is the one 


avme 


I am dealing with. 

| THE COMMISSIONER: Oh, I was looking at page 292 
That is the Custons Act. I thought that was the 
Combines Act, 

MR. MeRUER: That is the Customs Tariff Act. It 
appears in that form in the Customs Act and in ano the 
form in the Combines Act. 

THR CQMMISSIONGR: Where is the Customs Act? 
Page 92 refers to the Customs Tariff Act, 

WR. MORUTR: It is the Customs Act that I was 
referring to. Then we come to section 29 of the 
Combines A¢t, which really imports into the Combines 
Act speoifieally the provisions of section 15 of the 
Cussoms Act, but extends the power to the Governor in 
Coyneil when in an investigation under the Combines 
Aet thesé things are disclosed. The Tariff Board Act 
also has’a provision under which the Tariff Bourd may 
be empowered to make an investiga tion. ; 

“Pe COMMISSTONER: Yes, but that simply adds the 


Board to the other authorities -- 
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MR, MeRUER: Yes that adds the Board to the Ot. 
other authorities that -- , 
THE COMMISSIONER: --that may be commissioned 
py the goverment to investigate it. 
MR. MeRUER; Then under section 17 of the Custom 


Tariff Act the Governor in Council may, in any case 
where producers of goods are taking advantage of the 


duty imposed under the Act to increase th price of \ 
such goods to the consumer or using the duty to main- 
tain prices at levels deemed by the Governor in 
Couneil to be higher than should prevail having re~ 
gard to the general economic condition in the country 
reduce or remove such duty. 
THE COMMISSIONER: That is summary. That does 
not require any special sort <» of investigation at 
all. 
MR. MeRUER: No, it does not require anything at 
all of a special nature. They can act in ao summary 
way theres 
THE GOMMISSIONER; ‘Then under subsection 2 it 
may, instead of removing or reducing the duty, impos 
an excise duty -- 
MR. McRUER: Yes, my lord. 
THE COMMISSIONER: --on, the goods of any parti- 
cular manufacturer or dealer. IX 
MR, McRUER: When the Combines Act went to the 
Privy Counci on an appeal from the judgment of the 
Supreme Court on a reference to the Supreme Court, 


Lord Atkin in his judgment made special reference to 
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the need of such legislation as this where there is 
a protective tariff. One paragraph in his judgment 
is as follows: 
" Tt is, however, not ehough for parliament to 
‘rely solely on powers to legislate as to the 
criminal law fer support of the whole Act. 
The remedies given under sections 29 and SO 
reducing customs duties and revoking patents 
have no necessary connection with 7 criminal 
law but must be justified on other grounds. 
Their lordships have no doubt that they can 
beth be supported as being reasonably ancillary — 
to the powers given respectively under 91 (3) 
and affirmed by section 122, the raising of 
money by any mode or system of taxation, and 
under 91(22),patents of invention and atin wie." 
This is the part I refer to particularly. 
"Tt is unfortunately beyond dispute that in a 
country where a general protective tariff diate! 


persons may be found to take advantage of the 


protection and within its walls form combina- 
tions that may work to the public disadvantages | 
It is an elementary point of self preservation | 
that the legislature ois creats the 
protection ...” 


THE COMMISSIONER: It says “legislation” here. 


MR. MeRUER: TI have it here in the judgment, 
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",. should arm the executives with powers of 
withdrawing or relaxing the protection if abused. 


The same reasoning applies to grants of monopolies 


under a system of patents.” 


; My friend; in his factum -- 
THE COMMISSIONER: Which one of your friends? 
MR. MeRUER: Mr. Kellock, - has quoted from some 
English cases in regard to what interpretation ought 
‘to be put on legislation of this kind. 
; c THE COMMISSIONER: Where is that? ‘ 
MR. MeRUER: ‘I propese to refer to than a bit 
jla ter. | 
MR. KELLOCK: Seetion H, my lord, page 8. 
15 MR. MGRUER: Page 7 and page 8. My friend quotes 


from the Blectro.! Lytie case and from the Adelaide 
Steamship case, both of which are very familiar; but 
it has been repeatedly stated in the Canadian cases 
that the English eases cannot be taken as authority 


20 |[because they have not got the Canadian statutes in 


we 


effect in Englad, that there is no statute of the 

mature ‘of the Combines Act and no statute of the 

mature of the Criminel Code. 

MR. KELLOCK: The Adeleide Steamship case is 

25 not an English case. I have just said that with 
regard to the Bleetro Lytic case. 

MR. MeRUER: Please? The Adelaide Steamship 
ramets: hot an English ¢ase; we Ladi? iat perfectly 
fells" it is an Australian ease, and the whole point 


turned on the word “intent" in the Australian Act. 
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The Awstralian Act had that it must be intended to 
have these effects, and they said they had not 
shown that it was intended to do that. 

THE COMMISSIONER: Is that the ease arising out 
of ceoal mines? 

MR, MeRUBR: Yes, the coal case. But we are on 
safer ground if we stay with our own supreme court 
in the interpretation of our own statutes where 
those statutes have not been before the Privy Counci 
except on a reference, At page £95 of my brief I 
quote from "Weidman v. Sharagge.s ‘ieidman Vv. Sharage 
went to the Supreme Court of Canada from the Court 
of Appeal of the Province of Manitoba, and it is the 
authority on the interpretation of section 498 of 
the Criminal Code. It was e civil case but has 
since been referred to in a criminal ease which I 
shell mention in a mement as being the law in res- 
peet to section 498 of the Criminesl Code. The 
Chief Justice said, at page 4: 

" It is not necessary, I repeat, that the agree- 

ment should be in itself fraudulent or otherwise 

illegal; and all agreements whieh prevent or 
lessen competition telay come within the opera- 
tion of the statute, " 


WR. KELLOCK: There is a misprint there. 


"Today" should be *do not". "All agreements which 
prevent or lessen competition do not come within the 


operation of the statute." 
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THE COMMISSIONER : it is a curious misprint. 

UR, KELLOCK: Changes the sense. 

MR » MeRUER : 

"The mischief aimed at is the undue and abusive 
lessening of aia led 5 i which operates to the 
oppression of individuals or injuriously to 
the public ceusrally and it is for the courts 
nee say whether in the circumstances of each 
particular case the mischief aimed at exists, 

Parliament has not sought to regulate the 
prises of commodities to the consumer, but it 
is the policy of the law to encourage trade 
and enmcess. and parliament has declared 
illegal all agreements and combinations 
gatoret into for the purpose of limiting the 

pethyitios ef individuals for the promotion 
ot treae and preventing or lessening unduly 
the competition whieh is the life of trade 
and the only effective regulator of prices 
is prohibited." 


I emphasize again that this is dealing with 


section 498 of the Criminal Code, which is very 
different from and much less drastic then the Combines 
25 Act. Mr. Justice Idington, at page 21, makes 
special reference to the relation of tariff laws end 
the legislation: 
"It may be asked how can prevention or lessening 
of competition or attempt thereof be anvevil. 


when the fact confronts us that the whole 
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‘business fabric of Canada is founded on a res- 
traint of competition? It may be said in face 
of sich fact it is impossible to assign an 

evil totive or a visious purpose of any kind 
in merely contracting to prevent or lessen 
competition. It may well be indeed that the 
one is the logical sequence of the other by 
force of the development thereof or the activi- 
ties induced thereby yet be unjustifiable for 
those enjoying the benefits of these restric- 
tions to abuse the power thereby given them,” 
And again, at page 25; 

THE COMMISSIONER: When he says that the fact 

confronts us that the whole business fabric of Canada 
is founded upon restraint of competition, has he 
reference to the Customs Tariff? 

MR: MeRUER: Oh, yes, I think soe And at page 

28 Mr, Justice Idington states: 

* ¥o apply the standard of profit that might 
enable the stupid, the slothful, the ignorant, 
the over-capitalized man working with antéquated 
machinery and a mill or warehouse over-manned, 
te compete with the standard that may be fairly 
reached by men of brains, of energy, of sleepless 
vigilanee, with only adequate eapital to earn 
dividends fer, and all the advantage that the 
latest improvement, invention or discovery can 


furnish, would be a sorry: one indeed for socie ty" 
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Now that case is referred to particularly in 


another case which I have not cuoted in my factum; a 
quite recent one, Stinson Reeb Builders Supply Compan 
versus The King. The report I have is in 3 D.L.R., 1929 
at page 331. At page 554 reference is made to the 
Weidman Sharacge case, and at the foot of page 355; 

* These provisions, and more especially section 
498, were construed by this court in Weidman 

10 Vv. Sharagge --" 
THE COMMISSIONER; Is this the Supreme Court case? 
MR, McRUER; The Supreme Court of Canada -- 
* ,eewhich, although not 8 criminal case, is 
authority with regard to their meaning", 
is i quo te what was sates or Duff J. ¢% 

" T have no hesitation in holding that as a rule 
an agreement having for ane of its direct and 
governing objects the establishment of a virtual 
monopoly in a trade in an important article of 
commerce throughout a considerable extent of 
territory by suppressing competition in that 
trade cinan ender the ban of the eractment." 

Ana Anglin J., as he then was, now Chief Justice 
discussing the meaning of the expression "unduly"; 
% “" The prime question certainly must be, does 
it, the agreement, alleged to be obnoxious 
te section 498, however edvantageous or even 
| necessary for the ruben’ tom of the business 
| interests of the perties, impose improper, 


| inordinate, excessive or oppressive restrictions 
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*upon that competition the benefit of which is 
' | the right of everyone?" 
And Mr. sted tien Mignsult goes on: 

“ In view of this statement of the rule it will 
be unnecessary to refer to any English cases 
on which the appellants rely. What we have 
to determine is whether there is evidence 
bringing this case within the statute. " 

» | " And at page 335; 

" It may be emphasized here that the advant- 
age thus obtained by the manufacturers and 
the dealers of the association is not the 

es preper test. What is the true test was laid 
down. by this court in Weidman v. Sharagge as 
above stated. Injury to the public or 
hindering or suppressing of free competition, 
notwithstanding any advantage which may 
accrue to the business interests of the 
members of the combine, is what brings an 
agreement or a combination under the ban of 
section 498," 
That is section 498 of the Criminal Code. One more 
4s referenee and I Saechiecenaaie with the law in respect 
to it, and that is to the judgment of Mr. Justice 
Clute in. Wampole v. Karn, in ll 0.LeR., referred 
to at page 294 of my brief. The history of the law, 
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",eeshows that it was passed at a time when the 
law relating to the protection of native indust- 


ry was bekng introduced. AS an objection to 


the protective tariff, it was argued that 

combinations might be formed which would destroy 
| H _ competition and so enhance the price; that while 

upon the one hand foreign goods were excluded, 


| the introduction of which mignt moderate the 
10 ae 


SS 


price of the article in question, upon the other 

hand, trade combinations might be formed which 

would destroy competition and greatly raise the 
price of the commodity to the consumers. To 

fe meet that objection, the law against restraint 

of trade was passed," 

That is Mr. Justice Clute’s summary of the pur- 
poses more or less of the iaw, though it applies to 
pa combinations, whether of industries that are 

» 50 protected or not, But that is section 498 of the 

J | Criminal Code. On top of that we have the Combis 

investigation Act, which goes further, and that is 
that it makes monopolies, mergers, come under the 
ban of the Act. 

25 THE COMMISSIONER; When? It brings mergers 
under the ban of the Act in what case? Under what 
conditions? 7 

BR. MeRUER: When they opera te or are likely to 


Operate to the detriment of the public. And it 


_ brings the agreements in regard to price, agreements 
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to restrict or lessen competition, agreements in 
restraint of trade, that have operated or are likely 
to operate to the detriment of the public, and #4 so 
where we find under a protective tariff there is an 
agreement to lessen competition, so that the public 
are in the hands of the people agreeing, then there 
is certainly pretty cogent evidence that they have an 
agreenent that is likely to operate to the detriment 
of the public, because what other purpose have they 
got in agreeing then to restrain the competition so 
that they may raise prices to the public? 

Of course I em not going to deal exhaustively 
With the evidence that has been placed before the 
commission with respect to various agreements that 
have been entered into by different branches of this 
industry, and the evidence of monopoly, for the 
reason, of course, that I suggest to your lordship 
the course that should be taken in regard to that 
volume of evidence that has been placed before the 
commission, that it should be referred to the proper 
officer of the Dominion government whose duty it is 


to investigate and rebert, to the proper cuthorities, 


| whether these combines are of the sort that are 


contrary to law. I do not ask your lordship on the 
evidence that we have here to come to a conclusion 
one way or the other, except as your lordship may 


feel in regard to the evidence, but only to determine 


|| that there is evidence of that character that ought 


to be thoroughly and completely investigated by the 
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proper authority. 
"THE CQMMISSIONER; What you mean is that I 

should make such a recommendation to the government? 

MR. MeRUER: Yes, my lord, that our lordship 
should make a recommendation to the government that 
action be taken. I ask that specifically at the 
conclusion of this chapter, 

THE C OMT SSTONER ; Oh, that is in your brief? 

MR. McRUER: That is in my brief. I put it in 
that way for this reason, that if we had investigat- 
ed all these different trade agreements that appear, 
down to their conclusion, it would have carried our 
commission on for some months, There is a volume of 
correspondence filed now with the commission to 
which I am not referring in detail to support the 
contention that thse agreements are of that sort, 
are of the illegal sort, because we have to limit 
our enquiry some place at any rate. Some people 
think I cannot limit my argument, but I am doing the 
best I can under the circumstances. 

THE COMMISSIONER; You think we should leave 
something for somebody else to do? 

MR. MCRUER: Yes. I am going to sugzest that 


our commission does not cover the whole field, 


‘although we were not responsible for drawing the 


order-in-council that laid out our work, and we have 
to di searge our duty under it as best we can, 
I will just run hurriedly over what I have to 


say in reference to the different types of agreemmts 
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rc 
| or monopolies that aiparently exist. In the first 
place I refer to Canadian Celanese limited. It is a 
‘clear example of monopoly. Nothing could be clearer, 
becausé there Yd no other body of manufacturer of 
acetate yarns in Canada. It has the benefit of a 


protective tariff, and I have set cut the benefits 


they have. Certain representations were made to the 
Department of National Revenue that this company has 
- denied supplies of yarn to the weevers in dimies. 
I submit the evidence shows that quite clearly, and 
I make some specific references to it. 

THS COMMISSIONER: Where do you refer to that 
evi dence? 


15 MR. McRUER: At the foot of page 296, I em 


going on to deal with it. That is where thé company 
denies having acted in that way, and igh We Pitiaer 
the proof of it. ‘It is at the foot of page 297. 
The silk weavers evidently complained te the govern- 
ie 20 ment that Canadian Calanese Limited were not supply- 
| ing their needs in respect to cellulose acetate 
yarns, Complaints are referred to by the company 
and are enumerated as follows; 

“1. We have not the facilities to supply the 
“requirements of these weavers of Celarese yarn. 
2e We have declined to sell such yarn to them. 
3. We charge prohibitive prices for the yarn." 

*" In respect of these claims the company makes 
explicite denial. Jn regard to the claim that 


they do not supply yarn to the weavers at satis- 
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factory prices, the company stateas:" 


And I think the evidence clearly shows that 


these statements are not correct, 
"That we heve always been, and are ready and 
Willing to susply the yarns to any Canadian 
fabricator who seriously intends and wishes to 
preduee whole or mixed Celanese fabrics, at 
prices which do not, and will not, take undue 
advantage of the Customs Tariff protection," 
) 3, They were willing to be a sort of shepherd of the 
weavers and they were willing to supply the with 
yarns if they were willing to weave them and not take 
advamtage of the prices provided under the Customs 
15 Tariff. 
"Our prices will be fixed at a figure which 
will take into consideration the higher cost 


of production in Canada, due to the larger cost 


of labour compared with some countries, and much 


20 greater production in all competing countries. 
These prices are obviously, and will be, eraded 
according to quantity. The greater the quantity 
the lower is the price. 

We recognize it is in our best interests to 

25 sell as much yarn as possible because the 
greater the production the lower the cost to 
produce, with consequent lower prices of fabrics 
and garments, which sk ais wheae’ greater public 


demand." 
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"The Company's contention is that quantities 
are a prime factor in fixing the stun of 
yarns and state to the Prime Minister: 

We stand prepared to execute any bona fide 
contract for supplying reasonable quantities 
of our yarn to any Canadian weaver or knitter 
at fair or reasonable prices." 

"Mr, Watson of Grout's Limited evidently had bee 
one who complained that he was unable to secure | 
yarn, The company says in regard to that: 

‘if Mr. Watson, or any of his associates, is 
prepared to take a reasonably substantial 
quantity, with regular deliveries of our yarn 
per annum, or for any shorter fixed period 
he will have no difficulty in reaching an 
agreemmt with us, both as respects price 

and delivery’, 

"The Gompany makes the following statement to the 


Prime Minister: 


Page 14760 follows. 
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"t Today yarn is being laid down from France at 

dumping prices against which we egannot ¢ ompetes 

For instence, the French price is $1.12 per pound 

for 150 denier, as compared with our quantity and 

reguler delivery ilass of $1.35 for 100 denier--" 

THE COMMISSIONER; No, you didn't get the proper 
punctuation,. 

MR. MeRJER: I bee your pardons 

THE COMMISSIONER: "Gompared with our guvantity end 
regular delivery price of $1.35",. | 


MR. MgRJER: "* For instenee, the Fremh price is 


$1.12 per pound for 150 denier, as compared with 


our qiantity and regular delivery price of $1,3 
for 100 denier the French price is $1.20, as 


canpared with the price at whieh we are prepared 


sell of $1468 and the United States price of $1, 

in respect to these steterm ts to the Prime 
Minister, William McC, Cemeron, Viee-Preside t of 

_ the Cenadian Company, was examined at page 10478, 
Mr, Cemeron stated thet no French yern was sold ir 


Ceneda at $1s12 per pound. This, notwiths tending 


fect thet this Company was telling the Prime Mini #te 
that these Freneh goods were being duaped in Can ade 


at a price with which it was unable to ec omete, If 


is surely no exeuse for a company mjoying the 
privileges that this Compmy enjoyed'to take the 


attitude taken by counsel on its behalf ~~ 


53 


to 


“bet I meen to say was the letter was being edd- 


ressed to somebody who should be thoroughly fam 


iliar insofar as knowing what the, situation wag’ 


oar aL 


$s eoustt sot awoh blot gilled ot mxay ysboT '™ 
-oteqmo  tonmes ow doldw tent sgs seal ry palqunb 
|baveg tq 82.19 at ee ttg sonst eff , d0msteat 10% 
«bee ytitaenp we atiwv exsiie  ea’ Sek aeb C6l rot 
t.ototmeb OOL rot S3,i% te ie ‘qovileb sleet 
sogorg ot teg F'abib soy an 198 MOL eT Moo aut 


yaobiay ‘woy pd T TUM otf Ait 
furs ys tt eet p me stiw bete qm00* rs OLS SL IBKOG sar 


at eslx¢ dateyt eff .eonsteat rol" 1H pM Hid 
ke dbchees we ,teimed O€f rol Smog toq 8i.1% 
36% to estxg Yrovifes tsfeget bas W Nassp we 
ge 08,19 at eolx¢ somxt ed@ cetned OOL to2 


. ersgetd ets ov deide te esitg edd at iw beteqmo_ 


$83] 19 to eagrq adtnd® Sottal ont Bae 68.1¢ to Lies 
J ould eft of ot miotete seeds of Yeoqget al 


ae nt, a 
. 


leo ¢ ap bieotd-eoll -,#0r0eme9 ,SoM melliiW |, sote tai 

.BVbor esaq ta featamrs caw -yaqno? petbemsO ott 

i Blow eow mumy toretl om todt betade sowmereD . TM 

Latbaad adtivton eid? .Sanog tq SLef§ #0 sfoasd 

abs 22D al bocus b gated eww aboog deasti evedt said 

$l .otsa@m o of efdear ean tl dotdw dtiw eefitq s te as 
edt gniyol@ Yieqwmoo s 10l saexe Of yteise el 

edt odat of beyof{ae Yiequed efit todd aegelivicg 

o- iL Asiod ati go loamioe yd soust ebstitts 

| bs orm. eaw aettel oft eaw you o¢ mean T she 


* ont ann , nolansie eas. sie atoms ast¢ 
: ) ja) Pa x “ 
aX Mg oa > A 


,"SS.ie to eatrt¢ qroriieb te Luger 


toi omitd oft pakifet eaw yneq@md sidt tedt tect 


vet antease | 


} 
ae ee 
of} oes 


aa 

; 
fee 
| or 
is a 
i 

i 

“4 

i 

4 
ye 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER L&T OL 


2RONTO 2 CANADA 


It is pretty difficult for Mr, Bennett to just 


know what price yarn was being damped of all the 


different types, and so On, 
"In April, 1942, Cemedian Cottons Limited, desire 
to buy cellulose ecetate yerns for weaving purpos 
from this canpeny and the correspondence containe 
in Exhibit 745 ensued, The price quoted for 100 
denier cellulose ecetate yam, in hanks, ws 
$1.95 0 pouna end, for 150 denier, $1435 a pound" 


THE COMMISSIONER: That means their om prices had 


ZORe UDe 
MR. Mg RUER: well, they quoted higher prices than 
they stated to Mr. Bennett they were willing to sell 


THE COMMISSIONER: This is a little later. The 


15 


stetement male was in March, 1931, wasn't it? 
MR. MgRUER: In the letter to Mr, Bennetts 
THE COMMISSIONER: You do not give the date of the 
letter but you introduce this under date of March 10, 
19Sle 
20 
MR. MgRUER: Yesa 
THE COMMISSIONER: And this quotation now is April 
19526 
MR. MgRUER:; We find how yarns were selling in 
sk other countries just in a moment, my lords 
"These prices were for orders of not less than 
_§,000 pounds, to be taken at the rate of not less 
than 1,000 pounds weekly. Mr. Tolmie,. the General 
Menager of Cenedian Cottons, Limited, objected 
Qs to the se prices on the ground that Canadian Celengse 


Limited, was selling fabrie woye from 100 denier 
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"yerns at a price of $2.25 a pound". 


That is, the woven fabric was at $2425. 


"The filling yarn, in the proportion in which the 
weft yarn was used in the fabric, if added to the 
$1,95 a pound, Mr, Tolmie emtended, would bring 
“the average cost of the yarn in the fabric to 

practically the same rawe per poumd as that at 
which Camdian Celenese Limited were selling the 


fa brie". 


for yam timt, when yo take into question the filling 


end so on, brought it up to the same price as Celanese 


were selling the woven febric for, 


15 


THE COMMISSIONER: That is $2e25¢ 


MR. MeRUBR: $2,25; s0 what possible clance had 


Canadien Cottons to buy that yam and compete in the 


Cenedian market, but at the same time the tariff 


protection prevented Cenedian Cottons from going end 


buying yarn in other countries and bringing it in at 


a price st which they could fatricate goods to ¢ aupet 


with Canadian Celanese. 


25 


"It was pointed out ina letter to the Cenadian 

Celanese Limited, dated April 2nd"-- 

THE COMMISSIONER: Whose let ter are you referring 

‘MR. MeRUER: The t is Canadien Cottons, I think, 
lord, You might just get me out that exhibit, Mr. 
Whitely, 745, 1 think it is‘all in thats 

"the ¢ 100 denier cellulose acetate yern of 

European manufa cture ewala be leded at the 


Cenedien mills, with the full duty of 28 e ents 
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“per pound paid and exchange aided, at $1.03 per 
pound", | 


Now that is that the 100 denier that $1.95 was asked 
for could be lmded at the letedies mills peying 26 
5 || cents e pound duty at $1.03 a pound so that at $1,038 
a pound the Canedien vecver, heaving to pay @ cents 
@® pound duty, still sould not Sompete with Can edien 
Geleidne on the fabrie, 
"It wes also pointed out that on the priee asked 

10 | be Wenedten Celanese Limited thre was a spread o 
60 cents per pound between the 100 denier and the 
150 denier yarn"-- 

That is, the 150 weld $1.35 and the 100 denier ws 
$1.95. 

a “—«while Europeen pro dueers offered 100 denier y 
a anywhere from 6 to 5 sents a pound hihe thm 
for the 150 denier". 

It does seen thet they were not trying to sell yearns 
to Mr, Tolmie when they were asking him 60 cents more 

- for the 100 denier than hy were for the 150 denier 

where the sein a menufe eturers only nad a differentia 

| of from 3 to 5 oents a poun d, 

| w 


ir, Tolmie testified at p,» 10610 thst he had 


= hed quotations at the time of this corre spmmdence 


from W, B.Stewart and Sons, Canadian agents for 
the Rhediaseta Company, the ma&ers of the finest 
grede of French acetate nar ty as follows: 

ope ) denier, $1.06 per pound; 150 denier, $1.02 


; 30 per “pound, 


ess 


| savel . 
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So your lordship will see that for the article thet 


was selling in France for $1,06 the weavers here 
were being esked $1.95, and for the article that was 
selling at $1.02 in Frence the weavers here were being 
asked $1.35, and the same wey in regard to the German 
yarns. 100 denier were $1-09 and 150 denier 91,02, on 
there were other quotations, 
" “Mp. volmie testified thet the Canalien weave 
ebatd not use foreign yarns at the leid down cost 


and sell the finished febric made from them at 


10 


prices competitive with similar fatrics then an 


offered by Canadian Celanese Limited. It is appa: 


from this that the 26 cents a pound duty on these 
yerns gave to Canadian Celanese Limited a c amplet 
15 | monopoly in respect to yarns md febrics male fr 
cellulose acetate.” 
That is, that the laid down cost with duty paid and 
transportation was sush that they could not -- the 


weavers here could not weave the yarns and ¢ anpete w itl 


_ + 


a the Canedien Celanese Compeny who had the very sp @ial 
 edvantage, not only of the tariff, but the fact that 
| | they were pot h spinners and weavers of these yarns. 


They did them all under the one hea dingy 


* Ina letter to the Minister of Finance on 
a April 22nd, 1932, Mr, Tolmie stated: 
| We heve no hesitation in stating’"=-~ 
THE COMMISSIONER: Wheat is the da te? 
MR. MgRUER: April 22, 1932, the seme emibit, 74 
oA "' We have no hesitation in stating thet if the 


minimum duty of 28 cents per pound under tariff 
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; ""item 558B were to be ranoved in the case of 
hectate yerns imported by i: whiner og wavers, it 
would eennl t in the employment of mmy hundreds 
of looms Skat ere at present standing idle in 
Can dim mills'", | 

So that gives something of an indi cation of the 
A 2 ym Mea on trade due to the monopoly that Cenedian 


Celanese hev@e 


THE COMMISSIONER: Te) far all this goes bewk thou 
to five or atx dat gee 
) ‘ | MR. Mg RUER: Yes, my lord, 
| THE COMMISSIONER: Ig that monopoly, eecording to 
the evidence, still being exercised? 
| MR. Me RUER; Yes, wy lord; we have their sales of 
yern on record wna they are practically nothing, 
ra THE COMMISSIONER: Whet action, if any, did the 
ae pagent take at thet time? 
MR Me RJER: No ng tio Rm, but the present government 
| reduged the protection under the British Preference 
bat thet really givws, as Il understand it, the weaver 


no relief begange when British Jexns heave been laid 


do vn here the prise is such that they cannot weave 
them in camp tition wi th Cenadian Celenese, and while 
Canedian Celanese’ 8 costs are confidential your lomship 
25 || gen ,oek: at yhex and see the spread they have get, 
Tie COMMISSIONER: What other remedy might be 
| epplica, then? 
MR, MoRUER: Lower the tariff on the intermedi ate 
| and | general i tens » 
THs COMMIS ST ON BR ; So as to get these yarns in fro 
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MR. McRUER: From elsewh ere, 
THER COMMISSIONER: Wheat are the principal exportin 


countries? 


MR, MeRUER; Holland and Itelye 

THE COMMISSIONER: They are both under the general 
tariff, ere they? 7 

MR. MgRUER: No, they are under the Interneti ate; 


the 28 cents se pound still epplies under these , Then, 
I go on in the brief to show the efforts that were 
made to get yarne by other companies. It wes not onl 
GCeneadian Cottons. There were others, and it went to 
the fariff Board, anapplication wes male to the 
Tariff Board wai the mtter wes dealt with by the 
Tariff Board, und they mede sane findings and then 
was eae reduction under the British Preferences 

THE COMMISSIONER; There is nebody here representing 
this company? 

MR. MgRUER: No, my lord; Mr, Forsyth said he 
would reply in writing. 1 want to point out at 
page $04, my lord, of my brief that -- 

"Since 1950, the Company hes menufactur ed 

19,025,166 pounds of yam, 16,505 of whieh has 


been sold to others in Canada”. 


So that your lordship can see thet the Censiian wea ver 


z could not get a domestic supply of yam. ‘They were 
| trying to get its 
THE COMMISSIONER: As a matter of fact, where are 
they getting it. fran? 
a MR, Me RUER: They are not getting it. ‘“hatever 


they import -- there is some comes fron Greet Britein 
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now. We had the figures the other day of the acetate 
yams, but tiey eome in for filling end stripes and 

things like that, but the Cenedien weaver is just not 

in a position -- | 

5 THE GOMMISSIONER: Whet is he using, viscose yern? 
MR. McRUER; Yes, viscose. they are notin a 


position to get the acetate yarns to eompe te with 


S Genedian Celanese on the finished fa brie, and the 

spread of profit the t+ this eompeny has, as is shown 

h 10 by the confidential statement thet is filed, is one 

| thet they ean take care of themselves yet a good bit 

| before we reach the point that they ere going te be 
injured by, or going to be rained by competition rrom 

| | ebroed, Then, w recollect the showng that has been 


15 
meade under this system of doing business, with the 


tremendously high executive seleries that we hed. when 
we were dealing with its effairs before, and with the 
very high return they have had ever the lest ten years 
Now, in regard to Courteulds -- 
THE COMMISSIONER: Where do you deal with them? 
MR. MeRUER: At page 506, my lori, 
THE COMMISSIONER: Well, shortly put, do you ¢ ha 
them with operating a monopoly? 
MRs MgRUER: Yes, my lerd, just in the same way, 


and the protection that is given to themis sueh that 


after they got the protective tariff in 1930. the firs 

thing they did wes to mise the price to the Cen adien 

weavers while they were dropping it in oth er bountrie e 
30 end we show a complete stetement of the prices that 


were charged by Courteulds comparative with the price 
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thet were being charged both in Greet Britain and in 


the United States, end that the perent company 

operating in these two countries dropped their 

prices in the United States and in Great Britain end 
raised them in Caneda when they got the increased | 
protection here, We have the record of their cna 

THE CCMMISSIONER: You say they dropped their 
prises in the United States? 

MR. MeRUER;: In the United Stetes end Great Bri ta 
just at the same time as they incressed them here, i 

THE COMMISSIONER: You refer to that? 

MR. MgRUER: Yes, I refer to that in my brief, and 
there was a lot of contest over it, There were several 
of the knitting mills thet wrote in to the Governmen t 
about it, end I ha ve quoted pes sages in the brief frm 
the evidence tht has been filed of the injury that 
this did to these mills, and, with the record that 
Courteulds heve got ef earnings and the very very sube 
stentiel tariff yet, tariff protection that they have 
on this rew meterisl,; I submit that setion should be 
teken by the Government to op@ up the trade -- that 
“a recommendation should be maie thet action should be 
taken to further lower the duties on these yarns so the 
trade may develop in the weaving of rayon yarns, and wijl 


give the Ceneiian weavers —= 


THE COMMISSDNER: You say to lewer the duties 
further. The lest lowering was under the Brittish 
tre atye 

MR, MgRJER: Yes, under the British treaty, but 
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it did not come downes far as the acetate yarns. 
There was a split and Courteulds were given a bit of 
an edge on Celanese, but effective relief will not 
ouke unless there is some lowering under the inter 

5 || mediate end general, under the intermediate particuler 
bessuse of the situation thet exists in respeet to 
viscose yams, | 


THE COMMISSIONER: To what extent does this compan 


supply the local requirements of viscose yarn? 
10 MR. MgRUER: It supplies practisally the whole of 
the local requireme@ ts. The t is the ir whole business, 
| THE COMMISSIONER: There is very little importatio 
| MR. MeRUER: Very littles 


THE COMMISSIONER: Do viscose yarns come fran 


'° ll creet Bri tein? 
MR. MgRUER: Yes, my lerd; most of them theta re 
. brought in are brought in by Courtaulds, 
THE COMMISSIONER: Them sel ves? 
MR. MgRUER: Yes, they brought in mite a fewat 
) | a the time of the strike, 

THE COMMISSIONER: They would come in the seam 
as enybody else, th tis, under the teriff, but do any 
of our menufacturers bring it in? 

eS MR. MeRJER: Very little. 

Now, in regard to cotton yarns I need sey very 
Little because Mr. Dodd -- 

THE COMMISSIONER: What is the trouble there? 

MR. MeRUER: There is an agreemmt, an explicit 

) iS agreement samong the four cotten companies fixing the 


priees ef cetton yarns, It is told in a very short 
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SP 86 6s 
THE COMMISSIONER; There, then, you charge a 


eombine? 


MR. MGRUER: A combine, yes -- well, it is really 
| 5 || virtually e monopoly as welle 
THE COMMISSI ONER: Yes, a combine may have the 
effect of creating a monopoly. 
MR, M,gRUER: It just @reates a monopoly there, 
They have got their protection and they eae together 
10 || ena they say “there is our price list", end their 
price list is all the same, Mr, Dodd filed one of 
the priee lists and he gaid "there you are; it has bee 
in effect fora good mny years", At page 3li-= 
"'Q, Now, the agreement is that for yam of the 
" sans eount and same quality that you will each 
charge the custaner the same price? 
A, The same price exactly’. 
MR. HEWARD: The evidence refers to yearns 40's 
or cOarsere 
| THE COMMISSIONER: Whet class of mamfac turers 
are the customers here? 
WR. MeRUER: Knitters and other weavers of cotton 
fabrics. 
THE COMMISSIONER: Have they compl sined? 


, ’ MR. MGRUER: Well, not before the Camiss ion, 


MR. KELLOCK: The evidence is they like it, my 
lords 
MR. McRUER: Well, I gontend on behalf of the 
‘ | gonsumer that wedm't like it so mush, The only 


evidente we heve c ames from Mr. Dodd, but it puts jus 
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en sbsolute monopolyin the hands of these four conpani 


and they sit together and they say "these are the 
prices”. “We cam go up to the level of the teriff 
| ‘|| ena they gen like it or not", and thet isa vicious 
5 || things 
MR. HEWARD: Mr, MeRaer, I think the factum dees 


not make it quite clear thet the price egreem nt to 


which you refer was 40's or coarsery 


MR. MceHJER: Quite rights 
10 “PER COMMISSIONER: What is that? 
MR. MgRUER: Coarser than 40'S. 
THE COMMISSIONER: That is in this a greem at 
referred to in Mr, Dodd's evidem e? 
| MR. MgRJER: Yes» 
| ; _ THE C OMMISSIONER: Theat refers to yerns coarser 
| | than == 
MR. MgRUER: Coarser then 40's, which is the big 

bulk of cotton yarns, and the yerns that go into ell 
| the fabries that ere used by the poorer to the middie 
' i classes, anyway. They are not much interested in th 
finer ones and I suppose that is the reason they ae 
not need an sereement, Now, Iam not going into any 
detail, enything more in connection with that. They 


- heave done everything they can wo get a protective 


tariff, end then they bave en egreement not to comp ct 
among them selves, Now, whet heppens to the ¢c onsimer]? 
WR. HEWARD: It is not an ogre ene ht not to ¢ om ete 
MR. MCRUER: I+ certainly is an agreement not te 
a eanpete when they charge exactly the same price for 


exeo tly the same comt of yem, Pege $15— 
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"'Q. It is a uniform price to all customers? 
Ay Yess 
Q. Among these four mills? Ae Right'", 
and these four mills doing pmecticsily the whole of 
the business,» 
THE COMMISSIONER: Is there eny written agreement? 
MR. MgRJ ER: No, they just have the price, and Mr, | 
Dodd says “there it is"» When you once shut out 
foreign canmpetition ana then have the four large 


menutectarers sey “well, we are just going to go 


PFE arb ev 4 A AO TN POM Nee WT nar 


together and fix the price” it shows how true what 
was seid in 1888 before the House of Commons is et 
what was going to happa@,. The pré@ictions were Pil 
true, 

Then, we some to the full fashioned hosiery egre 
mentse 

MR. HEVARD: Not unless the prices were unduly 
raised, Mr, Me Ruer; there is no indication of theatat 
alle 

MR. MeRUER: Well, I dm't think it becomes my 
frie@md to argue that we have not proved they were 
unduly raised, We are in a teriff inguiry; we ere npt 
in a criminal court and it will be soon enough -= 

MR. HEWARD: You say we are texing improper advene 


tege of the tariff, Weare not if we are not raisin 


prices improperly, 


MR. MgRJER: Who is to say whet the fair price is 
when they camot tell us what the sests of their ya 
are, The fect thet they mske en agreenent is a 


vicious thing, tmt they come and ask the people ef 
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ee ia 
Canada to provide them with a subsidy end then they 
sey what the subsidy will be, ‘They do not even c ome 

among themselves, and will even come before the 
Commission and say “we have got 2 right to meke an 
agreement". 

COMMISSIONER: You gey that the factar of | 
reesonable competition is lacking, | 

MR, MgRUER: Is lecking; it isn't there, Then, wel 
come to the full fashioned hosiery agreemen ts, 
These were wenn into extensively with Mr, Hallenm, There 
is no question that they were proven to exist notwith 
standing -- | 

THE COMMISSIONER: Thetis where these letters 
were gent Outs 

MR, MgRUER: Yes, 1 heave copied here the type of 
agreement that was entered inte, and specifie price 
wes agreed on and set out for the different types and 
they objected to people selling under the agreed priod. 

THE COMMISSIONER: Is my recolletion right that 


there ig no written agreem ant in force now? 


MR. MgRUER: That is correct; that is what Mr, 
Hallem said, We had some considerable unsatisfactor 
evidence from Mr. Cook as to whether theme ms an 


agreement in force or net, 


) oe THE COMMISSIONER: Yes, I remember that, 

MR. MgRJER: There was a menormndum filed of the 

: Sth of May, 1936. | 
THE COMMISSIONER: You refer to Mr, Cook's evidew 
MR. MgRUER;: I refer to Mr, Cook's evidence in my 


brief, my lord, and that is at page 323, They tried 
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to sey it was not an agreement but we had the very 
men that were saying it was not an sgmement objecting 
to another firm selling under ite 


THE COMMISSIONER: There were some letters written 


about it, , a 
MR. MeRUER: Oh yes, there were letters written | 
about it, letters written protesting this firm was 
selling under the egreed price, and time was an elem it, 
and so ome ‘There is no doubt thet what Mr, Hallem 
10 — doing was trying to get these companies together 
on such ea basis, and did get them togethea on a basis 
$hat they were net competing emong themselves, and 


with this very high hosiezy duty the consumers of 


Camade were entirely at the merey of this committee | 
15 when they sat dow and decided on what would be the 
price thet they would fix. My friend makes somt 
of it that there were people that breke away from 
it, endso m, Well, my own view is, for whet it 
worth, that the way to ali price fixing agreene ts 
| hd is to make the teriff lew enough that they cannot 
raise the prices under price fixing agreewents to sw 
an extent that the consumers will be hurt vey much, 
because they will come in from abread and meet the 


competition, That is the eure for this, but the 
(25 


remarkable thing is how busy Mr, Hallam was during 
the five ye rs of the depression after they got their 
high protection in fixing up these agreeng ts. In 
the five years he just had pea ewery plese. He was 
the busiest man in the world arranging price fixing 
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- Then, we go into wollen ami worsted ¢ loth -- 

MR. KELLOCK: There is an error there, Mr. MeRuer, 
with your permission; the evidence is as to woollen 
cloth there never wes an arrengement at any time. 

It just should be worsted. 
THE COMMISSIONER: Does thet require corree tion 


in your brief? 


| 
MR. MeRUER: Well, just take out the word -- 
THE COMMISSE ONER: What page? | 
MR. MeRUER: 326 at the tops 
THE COMMISSIONER: 326, 
MR. MeRIER: I¢ is just as bad if it is worsted 


as woollen beegause worsted is woollen, 


Now, there is no doubt as to the agreement there 
although we had greet diffiel ty inipet ting it out 
of Mr. Hellem, Had Mr, Hallam come to the Commiss jpn 
and said “yes, we have these agreements; here they 
are, andwe will tell you all about them, how they 
were Gone and what they were Game fer" one would heye 
thought “well now, this is probably not as bed as 
it might sound", but when we hed to just drag every: 
thing out of Mr, Hellem, end then not get very much |-- 
well, he wes the official representative of the 
industry, the members of the industry who were parties 
to these screemen ts, but when we go to the verious 
mills end ask then for the ir correspondence and dr 
it out here and there and fineslly get the whole 
story one is rether driven to the conclusion that 
Mr, Hallem had e very good reason for trying not te 


tell us any more than he could help. Now, I heve 
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dealt with that in regard to the wolla@ cloths 
Then, we heve one edditional vicious practice 
whieh is dealt with at pme 364 of my brief, end thet 
is with regerd to the two menufacturers of high gmd 


worsted cleth thet is used for uniforms of railwy 


condus ters and firemen and policemm, There were 


two menufacturers in Cenada, one the Paton Manuf cturing 
Gompany and the other Dominion Woollens end Worste | ‘ 
end these two people, behind the tariff pro tection 
thet they hed, went to work end agreed on the prise 
they would quete when quotations were called for by 
contractors. Oguinick in Montreal called for 
que tetione end we find Dominion Woollens and Worsteds 
quoting it at one price and Patons discovered that 
Dominion Woollens and Worsteds had quoted it at $2,355, 
end that wag too lew end they got Dominion Woollens 
and Worsteds to withdraw that price, and then they 
both agree to the same price and quote at the sane 
priee right aleng. . Well, the country has got to p 
for thate It would be very much better to have 
a teriff thea t would not indwe people to do things 
like thet, or if they did feel induced to do it it 
would net mike mugh differenese because if their 
price of $2035 was higher then the tariff wuld 
permit Ogulnick would go and buy in England and thea 
would settle that egreement. Then, at 267 we have 
direct evideice of an agreement in women's and 
children’s underwear -~ 

THE COMMISSIONER: You mean S357, 


MR. MZRUER: Yes, my lem, Prices were set, 
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different manufe cturers that were perties to the 
agmement agreeing to gcharge the same price for the 
same sort of erticles, Children's sle@ers,et page 
$59, the same thing, all arrenged by Mr. Hallam; 
worsted me hine yarn, page 541, Mr. Hallam is busy 
arranging that. Hand knitting yam, 344; towels, Mr 
Hallam did not exee tly arrange the agreemmt in the 


case of towels, but the organization opemted through 


Mr. Hallean's of fice. He was not en officer of the 
10 orgenization but he was responsible for sending out 
no tices, Carpets == 


THE COMMISSIONER: Did Mr, Hellem have amything te 


do with carpets? 


MR, MeRUER; No, my lord, nothing whatever, It wak 
e Men by the name of Kris A,Mapp, chartered accountank, 
of the firm of Henry, Barber, Mapp & Mapp. He wes 
the one that alias the arrangemaits between the carpet 
comp wien. and I heve dealt with that on pages 345, 
546, 347, 348 and 549, — 

Then, there is the Broad Silk, whieh is a differen 
propesition. Weare back with Mr. Halle rn 

THE COMMTSSIONER: I thought you hed something goof 
to say ebout broad silk? 

MR. MeRUER: I did say something good about them, 


25 
this is some thing bail, 


THE COMMISSIONER: This is modifying its 
MR. KELLOCK: I hope he is not going to take it ber 
MR. MgRUER: No, I never take back enything. It ik 
a very bad principle, 


THE COMMISSIONER: Did you, or did you not say thak, 
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in your opinion, the broad silk people hed not taken 
edventage of the teriff? 

MR, MgRJER: I said thet the prices were lew, 
| that there wesn't any evidence that they head charged 


5 such prises thet one could reasoOne bly say they had 


taken advantage of the tariff, 

THE COMMISSLONER; What heve they done here? 

MR. MgRUER: Wheat they did here was they alive tryi 
very hard to control produstion soas to regulate 


10 prices, and it isn't altogethe a question of exactly 


whet they 4id as whet they were trying to do and what 
they might do in the future that I am apprehensive abopt 
| in regard to the bread silk people Reyon has driv 
them into canpetition more than anything else in drivi 
os down their silk prices, but they hed e very definite 
scheme to control production, end it is working r ight 
up to the present dey to a certain extent, anyway, by 
Mr, Hallam's collection of production reports and dis 
tribution of them, and so om, but I do not criticize 
a that very seriously in my brief, 
It was the othe aspect of getting right together 
to meke up their mind they were going to try te cont 1 
produetion, and they did try, but they didn't get 
95 together as far as the evidence goes, at any rate, 
yet, Only I am almost doubtful of giving them vey 
much latitude, 
Then, at the foot of page 557, my lord, I include 
this suggestion as to whet ought to be done in respe@ 


30 to these things. All these things heve not been 
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properly digested by this Commission. Ido not thi 
it is any part of the duty of this Commission to do 
more then make a finding as to whether these agree=- 
ments did exist or om and that it is the function 


of the Combines Investigation Officer, the Registrar, 


to make the proper investigation to detemine whether 


they are swh as ought to be dealt with in the prow 


ways 

THE COMMISSIONER: Are you ready to go on with 
part six now? 

MR. MeRUER: Yes, my lord, 


-- The Comission adjourned fora short recess, 


(Page 14785 follows) 
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-- On resuming at 4.10 P.M. 
MR. McRUER: “In the last part of my brief, 

my 168d, I deal with the Public and Governmental 
Relations of the Industry. I intend to say very 
little in regard to the tax concessims, All I sy 
‘Is this: That there are repeated references in the 
evidence to the different factories in the industry 
securing tax concessions of one sort and another. 
In one case it is fixed assessment and another case 


it is commutation, In another ease we have a 


bonus and that sort of thing and it is quite a eontras 


when we study the financial record of this industry. 
THE COMMISSIONER: Have not we some cases where 
there is both the commutation and the bonus? 
MR. MeRUER: Yes, Three Rivers. 
THE COMMISSIONER: What about Valleyfield? 
Mr. McRUER: vValleyfield too. oh, we did not 


go into it exhaustively. It seemed to me that 


_ practically all the Minutes where we went back we 


found tax concessions of one sort and another, 


Take the Dominion Textile Mill at St. Henri, they 


_ got concessions there in the old days, and it is 
quite a contrast when we consider the profits that 
‘the industry has made and consider the fact that the 
have made these profits by taxing the consumers 
generally and the fact that in addition to that they 


go and ask their workmen, so to speak, to pay their 
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14786 
taxes or a portia of their taxes because take in a 
place like Valleyfield, for instances, it is made up 
very largely of workmen in the factories there and 
their families and if the Company does not carry 

its full share of the taxation burden of the town on 
the same pro rata basis as the workmen do, then the 
workmen pay a portion of the company's Sheil. That | 
is all it pond soapy to, As I said, these municipalities 
have been in the habit in the past, in compe ting ‘T 
one another, to get industries by giving them conces- 
sions of thet sort but when we find them complaining 


about the burden cf taxation and the benefits they 


really have from the public, it makes one think they 


are at least somewhat lacking in appreciation. 

MR» BRUNEAU;: I wonder if I might make one slight 
correction? Pave 358 it says: 

"The plants of the Canadian Cottons Limited 

have fixed assessment in the City of Cornwall," 


I have been told they have not any fixed assessment 


lor have not any within the last 10 years. I know 
| we had them at the outset, mo doubt about that. 


| We certainly not had them under modern times. 


MR. MecRUER: I was under the impression that that 


|was given them at Cornwall. 


MR. BRUNEAU: Neo evidence of that, The last 


/day I think you asked me and I told you the last dg 


there was none, It was not put in evidence, 


‘I have checked that up since and I have not found 
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anything but the Dundas Mill exemption had run out in 


1924.6 
WR. MoRUER: Exemption? 
MR. BRUNEAU: Fixed assessmente 
uR. WoRUER: I will accept that. | I was under 


the impression that the evidence at Cornwall showed 


it but I probably confused it with the Courtauld 
plant coneerning which we had the direct evidence, 


| | 10 | But I quoted this only as ag illustration and not as 


ee tte ERAN AY AE NE ON REY Ser 


a comprehensive statement in any way of the benefits 
they have had fron these tax comessionss 
Now I come to the question of cst cal ceed profits, 
| 1b It is an extremely important part of this investigatio 
because. it goes to the root of the representations 
that have been made to the government in the past, 
the necessity for tariff protection, the ground on 
whieh the tariff protection has been asked for and 
a the result that the eepipanion hove had from tariff 


protection, and the fact as to whether the se companies 


have carried their share in return and given to the 


Government a correct statement of their affairse 
25 Now, in the Annual Report of the Canadian Cottons 
Limited in 1936 - this is the last deliverance we 
have had on the subject, Mr. A.0. Dawson states; 
"what the Canadian Textile Industry 
is greatly in need of is a period of rest from 
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ie increasing taxation. 


&» Tariff uncertainty." 
it yeu nige to raise tariff uncertainty while you are 
up on the top of the hill, it is a good place to stop 
: "3. Unfair cammotiaten from countries with 
lower living standards." 
| if wee are going to get a raise from that it means 
by increasing the tariff. 
THE COMMISSION®R:. whet couniries are aimed at 
there? 
MR. MeRUER: I don'tt know, He has something to 
say, as I recollect, about Japan pees ON « 
"Ae A fuller realization on the part 
es of the Government and of the publie that 
this industry is one of the Country's most valuable 
sssets in that it provides exiployment for 
tens of thousands of our citizens and through 
a its large purchases of materials and supplies it 
| adds very materially to the prosperity of many of|lour 


key industries, It should be noted also that the 


Textile Industry, through its very large 


use of raw materials and the shipping of the 
finished preducts of the Mills into every section 
of the country, both urban and rural, tekes 4 
fern important contribution to the transportation 
system of Canada." 

Ney, the report seems to complain that the Government 


does not fully realise what a valuable asset this 
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industry i8+ . In respect to this particular oye the 
Government was not quite in a position to realise 
what an asset this industry might be to the Governmen 
In the Annual Report of 1955, Mr. Dawson stated to the 
shareholders; 
"Then too, the Cotton Industry, like 
all other industries, is feeling greatly 
the burdea of inereased taxation, which © 
10 if continued, will undoubtedly end in 
disaster, mot ouly to the Enterprises of 
the Country, but also to the very Men and 
Governments responsible for the unfortunate 
‘e position in whieh we find ourselves, 
"Economy in Government, together with 
a reasouable protection against the products 
_ of other countries in which wages are about 
_ one-half t.ose being paid in Canadian Mills, 

20 would mean the restoration of hope and 
confidence, now sadly jacking in business eircies 
everywhere." 

THE COMMISSIONER; That is to say, in this geutiemas/s 
opinion, the present protection is not reasonable. 
MR. MeRUER: Is notreasonable, no, sy lord, and 

-¢that the taxes are unreasonable, 

THE COMMISSIONER: When he talks of taxes that meags 
income, tax? .. 
MR. McRUER; Taxes of all sortse I suppose he 


means municipal taxes and sales tax and income tax 
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and all sorts, 6tes At any rate, he has the two : 
specifie grounds of complaint and that is, in 1955 
there was insufficient protection ,not a resonable 


protection and that the taxes were unduly burdensome, 


THE COMMISSIONER: I notice his reference is to 
the Cotton Industrys 
MR. MeRUER: Yes, my lord, 


THE COMMISSION'R: Is this Company engaged in any 


10 other manufecturing? 
MR. McRUER: The manufacture of rayolse 
THE COMMISSIONER: But this reference is to the 
Cotton Industry. 
15 MR. McRUER: Yes. The files of the Comission 
‘eontain more letters from Mr. Dawson as president of 
the Company to the Government asking for favours 
of one kind and oketnsy than any other individual I 
think on record. I have given some of the exhibit 
a numbers which are examples of his repr esen tations 
and as late as May 2nd, 1936, he wrote to the Minister - 
of Finance: 
"As you no doubt surmised, I was absolutely 
95 stunned by the ‘knockout’ blow you gave the 
Cotton business when you brought down your Budgey y 
yesteriays 
The Rayon end of our business that has \ 
not been captured as yet by the Japanese compe tipiom 
30 


will now be taken from us by our British friends, 


However, we are going to keep our flag flying 
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Just as long as we possibly cans" 
So that, although they are being beset by the wolves 
both from the Atlantic and Pacific, they are still 
prepared to keep the flag up and nobly fight on. 
However, notwithstanding Mr. Dawson's statement 
to the Govermuent and I emphasize this - and I have 


i 


emphasized it time and again in my brief - that I thinl 


that any industry that receives tariff protection frok 
10 the Government owes to the Government a duty to make 
statements clear, frank snd truthful when they state 
anything in regard to their business. That no 
representative of an industry deriving from the Govern 
+ ment a taxing power ought to be heard to say things 
that are not perfectly frank and clear in regard to 
that business. That is, that there is a relation- 
ship of uberrimae fideS existing between the recipient 
of the privilege and the donors of the privileges 
20 | Now, we hed this Company that was keeping the flag 
flying with an undistributed surplus available for 
shareholders of $5,782 ,067~» (Exhibit 917, ped). 
THE COMMISSION*®R: Have you thet Exhibit right at 
| hana? 
| WR. BRUNEAU: That is on the basis of the 
inventory being rated up. 
MR. MeRUER: No, it is on the basis of the invento 
taken at the value which Mr. Brown said--- 


% .. Fi COMMISSION'R: I did not intend to interrupt 
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your argument. You might GO Ons Page 3 you are 
referring to, you called that large amount undsétribuijed- 
how is it headed there? 

MRe MeRUER: "Undistributed surplus available for 
shareholders," That is a Mr. Howson set it up. 


That is the Company's surplus together with the 


et 


inventory reserves 


THE COMMISSIONER: You mean their money surplus? | 
ié MR. MeRUER: Yes, 


THE COMMISSIONER: That makes $5,782,067*? 


MR. McRUER: Yes. And in addition there is 


$9,000,000 accumulated undisclosed surplus represente 


in fixed assetsSs That was by Mr. Howson and his 
15 | 


figures were never challenged of this Company for 
one moment, and worked back from the insurance appraisal 
to find out. whet was the surplus in the fixed assets 
value. 
20 |} THE COMMISSIONER: Im what way is this accumulation 
eoncealed, in what form? 
MR. MeRUER: Welly --- 
THE COMMISSIONER: Depreciation, &¢s? 
MR. McRUER: Yes, my lord, It is really under- 
3 valuation of plants. If the plant were valued at 
| its proper depreciated value it would be $9,000,000 
more because it has. beenkept up to standard apparentl 
by charges to operations 


30 | _.., sll. BRUNEAU: I would mot like to say those 


figures are not challenged» 
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6° .° MeRvER: You can challenge them now but 
Mr. Nowson has been in the box, Mr. Brown has been in 
the box and Mr. Howson --- 

MR. EELLOCK: Mr. Howson was cross-examined on 
these fizures and they were not accepted at all. 

Mrs Howson admitted that so far as the $9,000,000 was 
écneerned, ’in order to realise that, the Company woul 
have to have a fire. 

10 MR. MGRUER: ‘Tha t is one way of putting its 
I say if my friend puts it on the basis, if they could 
realise that by heving a fire, it is perfectly patent 
it is coheceale@ proftts, ~ | 

+5 “THE COMMISSIONER: As a ewes “St a fire you get 
the actual cash value. 

MR. KELLOCK: ell, my lord, the $9,000,000 was 
| of the basis of an appraisal and when I say as result 
of a fire, even that is going toofar. It was on 
20 || the basis of appraisal for insurance purposes, In 
| other words, what the reciprocal companies concerned 
| would aceept the risk at but if there had been a fire 
then the proof of loss would heve been on entirely 
a -aifferent things 
° HE COMMISSIONER: That is what I say, the 
| eetual cash values 
MR. KELLOCK: It would be the market value, 


| a8 your lordship recalls, plus any vabue to the 


insured that the insured could show, but that is 


| entirely°a different value from the value as a going 
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coneern gpart from loss by fire. 

THE COMMISSTOWER: I suppose you will argue these 
things later? 

MR. KELLOGK: I wes just saying when my frien 
says the figures are not challenged -- 
MR. MeRUER: I Rave shown the Ghar ket to de- 

preciation, I have shown the charges to the repairs, 
and I have Shown the fact that the nearest valuation 


10 that we cea get at the present time is this insurance 


appraisal. My friend has introduced no evidence 
whatever to show it is incorreet and no evidence 

| to say - we would sell our plant for 2 lot less, 
eng@ nothing cf thet sort hes been brought forward, 


15 
Ye cannot get down to the lowest sents They may have 


a great deal more than tmt but I am just showing the 
position this Company was in when it complains in 
this ways 

20 | However, we come now to a much more interesting 

| subject, and that is the company's relations with the 

Income Tax Department. 


THE COMMISSIONER: © Now, thet is wholly in 


reference to this secret reserve, the inventory rese 
WR. MeRUER: The Inventory reserves Of course, 
anything that is said in regard to the inventory 
reserve would be said with equal force to any other 
kind of reserve thet is concealed. 


= | IE CONMISSTONWR: Insofar as we have had any 


cvidenee from the Income Tax Department it has referred 


4 mn 
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ohly to this inventory reserves 
MR. MeRUBR: Yes, quite right. 
"All cadmpanies incorporated under the laws of th 
Dominion of Canada are required annually to lay 
before a meeting of shareholders, a balance sheet 
drawn up to give certain specific information," 
THE COMMISSIONER: Are you referring to any particular. 
page of your brief? 
MR. MeRUER: Page 362. We start off with what 


10 
a company is required to give to its shareholders to 
Decks withe Then prior to 1935 in regard to inventory= 
THE COMMISSICN=R: Pardon me, you do not say what 
the Aet requires to be shown to shareholders. 
MR. MeRUER: Yes, my lord, partisular reference 
is made to subesection 2 (d). | 
THE COMMISSIONER: Oh, this is for the public? 
MRe MecRUER: Yes, my lord, 
20 "2, (da) inventory, if any, stating the 
pasis of valuation adopted and the manner 
in which such valuation has been determined; 
(#) lands, buildings and plent, stating 
the basis of valuation, whether cost or other- 
a wise and if valued on the basis of appraisal, 
the dace of the appraisal and the name of the 
appraisers 
{1) the amount or amounts of existing 


reserves for depreciation, obsolescence and 


depletion; 
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(m) the total amount received upon the 


issue of shares in the capital stoek which is 
attributable to capitals." 
Then in 1935 the provisions were repealed and the 
following substituted: 
"(d) inventory, if any, stating the basis 
of valuation adopted and the manner in which 
such value has been determined in respect of 
Ae various sub-divisions of such inwentory; 
and then (f) became (g)., 
"(g) lands, buildings and plant, stating the 
basis of valuation, whether cost or otherwise, an 
if valued on the basis of appraisal, the date 
- of avpraisal, the name of the appraiser, 
and, if the surplus of the company has been increps- 
ed as a result thereof, the amount by which the value 
of suai assets has been written up within e perio 
ae of three years prior to the date of such balance 
sheet;" 
Prior to 1934 the provisionsof the Dominion Companies 
Act were som what looser, They were supposed to show 
stock in trade, lands, buildings and plant, amount 
written off on account of depreciatim of plant, 
machinery, goodwill and similar items, That sets out 
generally what the shareholders were entitled to know, 
THE COMMISSIONER: You said awhile ago that 


30 Governments are entitled to full disclosure in the 


utmost good faith, and surely shareholders are entirle 
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to the same things. 
MR. McRUER: I shouts think 80. 
THE COMMISSIONER: It is their company, they own 
5 it. the directors are only their trustees, I say 
that because I have seen on other occasions the state- 
ment made - oh, the directors say, if we told the 
shareholders how well off we ere they will want more 
dividendss 
10 " | 
Mr» McRUER: Mr. Dawson intimated that in giving 
evidence that if they disclosed this information 
to the shareholders it would cause speculation in 
the stock, &¢s I wonder if it might not cause 
15 speculation in the stock if you conceal information 
from the shareholders and had the poor shareholders 
selling their stoek on the basis of what is shown 
in the Balance sheet and some of the directors who 
know that that is not correct buying the stock. 
i It leaves it open to the greatest sort of fraud on 
the part of directors of compnies if that sort of 
thing is to be recognized as proper practices tT 
think the new Gompanges Act has been designed to tighten 
25 that up, undoubted _ designed for that purpose. 
But whether it is in the Companies Act or not good 
eonagionne demands that trustees shall disciose to 
their Cestul Que a complete and fair statement ef the 


affairs which were managed by the trustees. 


THE COMMISSIONER: .No doubt about thate i 


MR. BRUNEAU: I think I might ask - my recollectfion 
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of the evidence was any shareholder who attended the 
anual meeting --- 
MR.MeRUER: No, Mr. Dawson said if we disclosed 
that it would cause speculation in the shares. 
MR. BRUNEAU: He said at the annual meeting of the 
shareholders they were always informeds 
THE COMMISSIONER: . No, I don’t think he said the 
were informeds _ He said any shareholder attending 
i the necting might ask questions and get information, 
Here you have a positive provision of the law that 
certain information must be given, _ That is, you 
Say, lir, MeRuer, in addition to any equitable or 
common law obligation, they must gve this information. 
¥ MR. McRUER: For instance, as the Act was before--- 
THE COMMISSIONER: I am not talking about this 
Company in particulars In fact, it is not in respept 
to this Gompany but where director of some other 
me conpany in another place gave that information, 
"Oh, it is best for the shareholders that they should 
not know how properous the Company was, be cause they 
would be wanting higher dividends," I think that 
was in the price Spreads Inquiry 
a MR. McRUER: I have seen it written in some | 
financial papers evens 


THE COMMISSIONER: The shareholders are not wards 


in Ghancery. No directors have a right to act that 


way with their shareholders... 


MR. MeRUER: The unconscionable position that it 
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would put directors in and that is, he knows the 
company is worth two or three million dollars, as 
the case May be, in real assets more than the balance 
sheets show, The shareholder does not know it and he 
Says, “Now, it is too bad this year we did not make 
as much profit as I thought we would make under this 
protective tariff, If it cannot do any better than 
that I am going to sell my shares," As a fact part: 
10 of the profits have been transferred to inventory 
reserve during that year and the shareholder knows 
nothing about it, It is very unfair, 
We go then to the other statutory requirements 
before we analysé this company, We come first to 
‘d the Income War Tax Acte Seetion 33 contains the 
provision: 
wavery person liable to taxation under 
this Act shall, on or before the thirtieth 
20 day of April in each year, without any 
notice or demand, and any person whether 
liable to taxation hereunder or not, seapor 
receipt of a notice or demand in writing 
from the Commissioner of Income Tax or any 
2 officer authorized to make such demand, 
deliver to the Minister a return, in such 
form as the Minister may presceribge of his 
total income during the last preceding year," 


30 || Now, thet is expected that he is to deliver a return 
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of his total income during the last preceding year. 
"(2) In such return the taxpayer shall 


state an address. in Canada -to which all 


notices and other documents to be mailed or 

served under this Act may be mailed or serveds." 
Then Section 35 provides; 

"The return in the case of a corporation, 

association or other body, shall be made and 


signed by the president, secretary treasurer 


10 


or chief agent having a personal knowledge of 
the affairs of such corporation, association 
er other body, or, im any case, by such other 
person or persons employed in the business 


15 
liable, or believed to be liable to taxation, 


as the Minister may require »" 
Se that when a return is signed it has to be signed 
by one who has a personal knowledge of the affairs 
20 of the corporations 
Section 80 of the Act provides; 


"Any person making a false statement 


in any returmm or in any information required 


by the Minister, shall be liable on summary 


25 
eonvietion to a penalty not exceeding ten 


thousand dollars or to six monthst imprisa- 
ment, or to both fine and imprisonment. * 
Then prior to the Income Tax laws in Canada, we 
30 have the Busine ss Profits war Tax Act in effect. 


The Act came into effect first in 1916 and I take it 
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fran its name it was intended to create a special 
revenue out of profits in business for the purpose 


of financing the ware Section 3 of the Act provided: 


"There shall be levied and paid to His Majesty 

a tax of twenty-five per centum of the amount 

by whieh. the profits earned in any business 
exceeded, in the case of a business owned by an jn- 


corporated company, ihe rate of seven per centum 


10 


per annum, and in the case ef a business owned " 
any other person, the rate of ten per centum 
per annum upon the capitel employed in such 
business, Such tax shall be levied against 
and paid by the persen owning such. business 
for each am every accounting period ending 
after the thirty-first day of December, one 
thousand nine hundred and fourteens" 
Now, that is that the amount of tax was to be 25% of 
3 excess over and above 7% on the capital invested in t 
| business, 
Section 10 of the Act provides; 
"Every person liable to taxation wier this 
Aet, shall, on or before the first day of July 
4 in each year, without any notice or demand, 


Geliver in duplicate to the Minister a return 


6 in form J of the schedule to this Aact," 


things to the net profits earned during the year. 


! "Form J required the company to certify among other 
And in 1917 the parties signing the returns was 
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required to certify - that is the Form J; 
"The foregoing return, the supplementary state- 
nent, and the additional lists attached thereto, 
contain a true and complete statement of all © 
{neome received by the above-nasied company during 
the year for which this return is mades" 
Now, that is, that it is a true ana complete statement 
of all ineome received by the above-named company 
during the year for which this returm is made and I 
submit thet anything less than a true and complete 
statement would not be fulfillment gof the terms of 
this certificates 

The form. required the taxpayer to set out: 

"2 (b} Total amount of unimpaired reserve, 

rést or ateumulated profits at the end of the 

accounting periods" 

] And again the word "total" is theree That ne ans 
All, does not mean something less upon which some 
officer of the company should determine it should be. 

The form also required a statement showing the 
detailed income of the Company from operations. 

Then in 1918 a more comple te statement was 
required in addition to the information required in 
the former statement. Details of trading and 
operating were required showing inventory at the end 
of the period, Cost of goods sold, inventory 
at beginning of period, &ts And the following 


certificate was required to be signed by an officer 
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of the Company. 
"Certificate of inventories; L wh épiens 
THO wescoesee (Rank of official) of the 
company making this return de hereby certify 
that the Inventories included in the above 
‘sehedule were taken on a Ahn basis 
and do not contain any allowance for shtinkage 
or decline in value other than as follows:" 
And then there is a spaces It is not very well space 
in this copy but it sets it upe 
"Depreciation is real red to be set out in deta 
and very complete information in regard to 
assets, liabilities and the ovatis and locs aceo 
I had a set of all these forms attached to the 
official copy of the rief, my aarSs I just was 
able to secure one set, Mr. 1 Whiteley has it. 
"The Form bears the following notation: 
WENSTRUCTIONS; Fill in carefully the 
information mona Hwee 4 pages 1, 2 and 3 of this 
Forms The eensdalen on pages 2 and 3 must 
show in detail how the respective amounts in the 
Summary on page 1 ans te NO In addition 
thereto every corporation should attach to this 
return a copy of auditor's report with certified 
financial statements in duplicate including 
Assets and eased Trading or Operating 
secount ‘and Profit and Loss Account for the 


sven perioa dovaned by this retum « 
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If such statement cannot be provided the 
sehe@ule on Page 4 of this return must be 
completeds In cases where an audit is not 
made it mubt be so stateds" 
So that it is quite clear whet the Government required 
and what any company ought to have given was a complet 
detailed account ef the company's business with no 
reservations. 


"the statement of assets and liabilities requires 


10 


15 


20 


full information in regard te; 

Reserve for Depreciation 

Reserves for Bad Debts, if any 

Other Reserves (Specify)* 

So that there is no loophole opens The departmental 
officials had done everything they could to make 
it clear that there could be no misunderstanding 
as to what a company was supposed to do. 
"Similar certificates were required in the years 
1919, 1920, 1921, 1922, 1923, 1924, 1925, 
1926, 1927, 1928, 1929, 19350 and 1931, 
In 1932 there was a slight chenge in the fo 
prescribed. the eertificate in this year 
read as follows: 

It is hereby certified on behalf of the 
above named Company thet this return and the 
—— and Schedules attached contained full 
and canplete disclosure of the total income 


of the said Company from all sources and that 
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the information given herein is true in every 
respect and that the expenditures claimed were 
actually incurred on behalf of the Company, and that 
the the trading, operating and profit and loss 

5 accounts and statements of assets and 
liabilities and ihe vinta submitted or 
furnished herewith truly reflect the affairs 
of the said Companye" 

- Now, there pinta net have been anything much clearer 

put to a business eoncern of Wisp ag sage. required to 

state and what it did certify to than that, when 

we come to find what actually took place we see how 
far short this company fell of making a truthful 

Us return of iis ateaixe, 

"Cleuse 15 of the return on page 2 reads as 
follows: 


“vere inventories taken at 


{a) cost price? 


20 


(b) market value? 

If not, on what basis?" 
aNow, they are trying I think the best they can 
in the Department without appointing a large staff 
of snasieie thins would go into the details of every 
busciness in Sevan. to get from business concerns 


e very fair and accurate statement of their affairs. 


Va 
fo 


"Clause 16; 
"Are there any reserves against inventories? 
if so, give (a) total $ 


(ob) amount added tn fiseal year 19% 
mc j 
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"(b) amount added in fiscal year 1932 
$" 


we have it there sarrowed down again for the statement 


"Clause 17: 

Are there any reserves not disclosed in the 

financial statements furnished herewith? 

If so, give details below," 

Now, again, the Department is makingit as specifie as 

10 they can and any company could have no misunderctandin 

of what was required of ity 

"and a form is preseribed below for the full 

information in regard to and a description of 

- each reserve «" 

THE COMMISSIONER; “in regard to and a description", 
MR. McRUER: Yes, my lord, 
"Clause £8 of the return contains the following: 
"Section 6, Chapter 97 &8,S.c. 1927 provides 

20 


that - In computing the amount of profits 


te be assessed a deduction shall not be allowed 


in respect of 
(a)disbursements or expenses not wholly, exclusivel, 
and necessarily laid out or expended for the pur- 
pose of earning the income; 
(b) any outlay, loss, replacement or 
repayment em account of capital,” 

d that would tke take care of my friend's flood, 

"(e) Amo nts transferred or eredited toa 


reserve, contingent account or sinking fund, 


pee a ee Sn 
| : Se 7 4 ; -. be: ¥ ans | 
| noGtd z 
| SSL rB9y Eeoett nt Sobia seuome (aye Cg 
— | | 


i 
we 


| Z tL eesslo" 


edd al beeoloe ls ton aerieast 7-08 polar eth | 
“fait bwetos bere tat’ etaouedose a f 

" .woLled elistes ‘wets - pee 

as eitiesga ss guage at fond xag0d oat eateas on 
nibaate icatienhe oa eves ‘bimoe qasgmnoo as bus 289 yest 


ee to hestoout 2sy tote x0 | 


ifut eit ot woled hedbeonne at oxo! e@ bus" 


to nolsqtvoned 8 bas ot proget at wobtemrotal 


, *yevie8et 990 
s*soltqgiazoaeh 2 bas of Hrea0T ain aMOLeeTMOD Date 
 pbuok Yar eoY :AEUROM 6AM | 

i 

; :gaiiwolict ef% aaled 108 siutitaia eit te 8a eauslo" | 
} sebiverg TRL .0+5,h sg xesqedd” 2 aokioee" 
| 


ab Ptorg to sayoma esid paltugnos al ~ tedd 

bewolis ed Jon {Laie wots oubes 8 Bovesens ed of 

| taee ‘te soeqast al 
Leovteulexe evitote tou | Sensogxe ‘10 -edaonosuds 15(2) : 


~Wwq edt 10% Bebangxs 10 duro bind inessoces bas 


Yar. Aes ” BR 
<0 saemevnlqet .se0L ,ysituo yas {d) 


. ws eee Re a ‘Tz 7 ae Ok Fy 
n.Ledteso to tnpoase uo senate | 
Os earti2 

Seat: aie ig 2 erhaaist yt to exe0 wid ale Bizow tat eee 
“2 . a me ¢ is aS Se. hell & Gai a eee. de : : us Mm . 

| Mee hoa. i, 
“Pano Os tammy atts as a | 
piebeigne alleen + ne ‘etal 4 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


RONTO 


10 


15 


20 


25 


CANADA 


14607 
except limited reserves for bad debts and 
depreciations 
If any of the following items, or like items, 
were charged as an expense in arriving at ‘net 
income’ (Item 27) they must be added to the 
said net income as indicated belows If no such | 


charge has been made insert the word ‘nil',* 


Well, the law is clear and the department has carried 


it right inte the form that has to be filled outs 


"Section 56 requires information in regard to 
“Reserves cther than for depreciation of wasting 


assets and bad debits," 


Se that we have again under the item 36 - that should 


be Clause 36, really ~ it is of the Income Tax form, 


"The same information was required by the forms 
used in 1954 aad 19354 

A complete set of the forms required is 
attached as appendiz "A" to the copy of this 
brief filed with the Gommission, 

The requirements show that corporations are 
under express obligation to make full and compjete 
diselesure of their finencial affairs to the 
preper authorities. 

| While Canadicn Cottons Limited was 
vigourously debian’ tek against competition from 
abroad, endmaking statements in its annugl reports} - 


indicating that the industry was being seriously 
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hampered in its efforts to earn reascnable 
profits, in fact stating cmttaks that British 
competition conpelled the company to sell 
many lines oF goods at cost, or below peers 
and that unless steps” were taken by the hicenies 
mont to fusthat protec’ the industry, 
urtaiinen’ of production would be necessary, 
reinttiee in the further increase in the number o 
workers aneaployed, hapa | So vas not Ey 
setting aside large concealed reserves, but was 
not st otealan to the proper authorities its true 
aretsss and was depriving the government of the 
taxes Justly and legally due." 
Now, it is quite indicative that Canadian Cottons 
semaeiatind anew manner of valuing inventory in 1916. 
Tt should bs. 1915.« We did not deal with 1915. 
MR. BRUNEAU: It takes it further backs we were 


taxed from the Ist of April, 1914, in facts It was 


the first sehen ending after December  Slst, 1914. 


So that we were taxed back from April ist, 1914, 
because our fiscal period ended in Marche So we 
were taxed for a year back from that but the act 


itself I think was passed April end, 1916, . so that 


we were certainly not in 1914 or 1915 making our 


statements with the Act in front of uSe 


THE COMMISSIONER: There is no correction to be 


made in that? 
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MR. McRUER: That is right. 
"Canadian Cottons Limited changed its policy of 


valustion of inventory at that tine and commem ed 


| undervaluing the inventory in varying amounts..." 
ZR. BRUNEAU: The inventory record disclosed that the 
Company did have a discount from the time of its | 
reorzanization in 1910.4 It took a discount from its 
| 
list of selling price end before the Business Profits 
i War Tax Act it was taking up toe 25% as a reasonable 
deduction from its listed selling priees to bring the 
goods to cost. 
MR. McRUER: Of course, 25% deduction from the 
listed selling priee, I am not prepared to quarrel 
> with that just now because all they are doing there 
is working back from the listed selling price to 
cost, because -~- 
THE COMMISSIONER: The point is you state here 
that "Canadian be ene Limited ehanged its policy 
of valuation of inventory at that time," - that is, 
1916? 
MR. MCRUER: Yes, that is a facts 


MR. BRUNEAU: They changed the rate, They changed _ 


from 25% to 40%5 


WR. MCRUER: They changed their policy of vaiuing, 
and that--- 
THE COMMISSIONER: Well, by ‘*policy of valuations 
30 you mean a change in the rate? 


MR. McRUER: © YeSs 
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THE COMMISSIONER; What was the change in the tate? 
MR» WeRUER: j Mong and the raw cotton as wells 
We deal with it on page.369. We have a teble there, 
"thereby creating from year to year a secret 
reserve, which was not disclosed, cither in the 
annual statement to the shareholders, or 
in any of the returns that the company was requir 
ed to make to the Government, It has in fact bee 
7 shown that ™ officers of the company falsified 
the returns to the Covernmentg”® in order to 
conceal the existence of this secret reserve," 
That is, by this valuation of inventory. 
"“eevwhiech between 1916 and 1936 reached a 
if maximum of $2,506,128s18 and is admitted 
to be in 1936, $2,2774208,81." 
MR. BRUNEAU: I wonder if you would pardon me, 
We do not adait that as a seuret reserve, that amount 
$e We admit, if the Government's contention is right, 
we admit those amounts, but I want to make sure we 
have net pleaded guilty --- 
MRe MeRUER: No, I do not suggest that for a moment}. 
Mr, Brown has dealt with its 
Then the next ‘eed my lord, is the method that 
was followed by the company in valuing its inventory, 
and it is somewhat technical and introdues a new 
subjects 


THE COMMISSIONER: Well, I think we had better 


begin it afresh. 
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-- The Commission adjourned at 5 P.M. to resume 
Friday, February 12th, 1957. 
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ROYAL COMMISSION ON THE TEXTILE INDUSTRY 


HON, MR. JUSTICE ¥.F.A. TURGEON, 


Commissioner, 
A.S. Whiteley, Secretary, 
" Appearance s; | 
) JeC. MeRuer, K.C. and ) 
E. Beauregard, K.C. ) Comission Counsel, 
R.L. Kellock, K.C. Yor Primary Textiles 
| Institute, 
| 
| C.G. Heward, K.C. ) 
) 15 Aime Geoffrion, K.c, )} For Dominion Textile 
i and es Company, 
) C.T. Ballantyne, ) 
| 
| S.G. Dixon, K.C. For Courtaulds Limited, 
LeA. Forsyth, K.C. For Canadian Celanese Ltd, 
and Canadian silk Pro- 
ducts Limited. 
* A,S. Bruneau, K.C. For Canadian Cottons, 
| Thos. Tremblay, K.Cc. ) 
and } For M.E. Binz Co, Ltde 
| JeH. Hebert, ) 
) Francois Lajoie, K.C. For Wabasso Cotton Co, 
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Ottawa, Ontario, 


Friday, February 12, 1937.| 


-~ The Commission resumed at 10.30 a,m, 


ARGUMENT BY MR. McRUER K.C, (Resumed): 


Now, my lord, we come to the method employed by 
Canedian Cottons, 


THE COMMISSIONER: What vage are you at ? 


10 


MR. MeRUER: At the bottom of page 368. Your 
lor¢ship will recollect thet Mr. Brown is a chartered 
accountant who wes engaged by the company after the 
questionnaire was sent out by this Commission, and 
ss that he hed no part whatever in looking after the 

company's books or doing its auditing prior to 
the appointment of this Commission, Mr, Brown 
showed ug the method on which the company had taken 
valuation of its inventory, and the method on which 
20 he considered it ought fairly to be taken. 
MR. BRUNEAU: You said, Mr. MeRuer, thet Mr. 
Brown said it was the method which he ¢ onsidered 
ought feirly to have been taken, tut actually he mede 
no perticular comment on thet. He did prepare figures. 
25 | MR. MeRUER: No, no. 
| MR. BRUNEAU: I read through his evidence lest 
| night, 
MR. MeRUER: Read it egein. ‘tT gaid to him: 
Mr, Brown, these are the values on a basis which 


“ought fairly to be taken 2 And he said, yese 
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‘THE COMMISSIONER: You refer t page 13212 of 


the evidence, 


MR, BRUNEAU; That is Mr. Elliott's evidence, 


“but I do not want to disturb my friend about that 


now. 

MR. MCRUER: I want to show you I am accurate, 
I will come back tothat in a moment. I will turn up 
Mr. Brown's evidence because I was particular in 
putting that question to Mr. Brown, that in his 
Opinion the basis on which he set it out was the 
basis t at he considered the inventory ought to have 
been Botti oe on. 

Then at page 369 of my brief we deal with a 
Campsarison between the rates at which the raw cotton 
was valued end the valuation that Mr. Brown put on 
it in his calculation. Your jordship will see that 


in 1918, for instance, according to Mr. Brown's 


‘Valuation, the proper basis was 28,50 cents per 


pound, but the rate at which Canadian Cottons valued 
it for inventory purposes was 7.90 cents per pound ; 
in 1919 Mr, Brown's valuation was 50.50 cents per 
pound, and Canadian Cottons' 8,55 cents 2 pound; in 
i920 Mr. Brown's valuation was 40.14 cents per pound, 
and Canadian Cottons’ 8 cents per pound. So that 
when one sses the basis on which Canedian Cottons 
valued their raw cotton, it shows clearly that it 
was not inventory reserve, that it was not a reserve 


set up against a fall in the price of raw ¢otton 
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because it was out of all proportion to the price 
at which it ought | to have been taken. It was dealing 
hae $5 eee this aspect, that the reserve is not 
a steivarlinio against losses ou inventery at all. It is 

| OF 
simply a secret reserve xgyprofits, Now it is vicious 
enough toset up a reserve ¢ egai net Sinasn on inventory 
without disclosing it. There is no harm whatever in 
setting up & reserve and disclosing it. Make whatever 
10 reserve yon hart and as 2aRg as you disclose your 
reserve to the proper authorities and to the share-e 
holders 0 of the Company, no one can criticize the 
company for condue ting the business in that way. 

But hen one finds that the company palit up inte 
15 ame of on Suarentpaey reserve merely a secret reserve 
of profits, without disclosing i ate we ie to the 

governnent or ‘a ite shareholders, then the practice 

is surely one that t deserves: severe poudemation, 
ow we come to deal with the methoa f valuing 
20 the revnicenarate o” goods in process and finished -coods. 
That is dealt with at page 570 of my brief. These 
are the deductions that were made from list prices. 

THE Cust ESSTOMER These are deductions ? 

HR. McRUER: Tox, my lord. ue find that in 1916 
there were deductions made of 25 per cent for goods 
in process ana fini shea goods; in 1917 that jumped 
toe 40 per cent in sech case; 1916, 40 per cent in 
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each Case; 1919, 49 a eent in each case; 1920, 
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cent in each case; 1924, 40 per cent in each case; 
then in 1925 it was 40 per cent deduction for goods 
in process and 50 per cent for finished goods, And 
after meking ell those deductions, after setting up 
the reserve, they preceeded then to reise these de- 
ductions, In 1925, as I said, it is 40 per cent 
deduction for goods in proeess and 50 per cent for 
finighed goods; in 1926, 40 per cent and 50 per 
cent respeétively; 1927, 70 per cent end 70 per cent, 
a deduction of 70 per cent on goods in process and 
on finished goods, 

Now how cen it possibly be argued that thet was 
ean inventory reserve when you dedust 70 per cent from 
your inventory in both cases ? And in thet year we 
will see how raw cotton was velued. Raw cotton was 
valued at one-third of the price thet Mr. Brown 
sugzested it ought to have been valued et. 

Then we ae down to the depression years, and 
it is rather interesting to see how it was dealt with 
during those years, in 1951 we find deductions of 
60 end 60 per cent respectively on goods in process 
and finished goods; 1952, 60 and 60 per cent; 1933, 
60 end 60 per cent, and the same till you get down 
to 1936 when the deduetion wes increased to 65 per 
eent and 65 per cent in both cases. 

Your lordship will recollect that Mr. Dawson 
geve evidence that after the financial statement wes 
made up fer the year 1936 they went back and wrote 


down their inventory reserve by some $250,000 after 
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the budget came out, thet this inventory reserve 
at that time anounted to over $2,000,000, 
THE COMMISSIONER; When was this ? 
° MR, MeRUER: Mr. Dawson #aveé evidence that 
after the budget came gut on the Sth of May 1936 he 


wrote a letter to Mr. Dunning saying that it gave 


the cotton industry a. knock-out blew. After that, 
on his orders apparently, they wrote down their 
inven tories over $250,000 below what they had been” 
shown at in the statement when the books were closed 
on the Slst of Mareh, 1936, 

THE COMMISSIONER; and which was compiled with 
tle deductions ? 

MR, McRUER;: There were additional deductions 


pur on, 


THE COMMISSIONER; - In what form did this last 


deduction come o t ? How was it done ? 


VR. MeRUER:; It was by further Writing down the 


inventory, 
| 20 
| ° TH COMMISSIONER: IZ know, but what way ? Was 
it by deducting again from the aetual values 7? 
MR. MCRUER: Deduoting from the deductions that 
| had already been made, 
95 THE COMMISSIONER; I+ was not just a lump sum 


written down ? 

WR. MGRUER: No. They inereased the discount 
apparently by five per cent“ Now here is the way 
this developed, and it is interestine to see the 


30 way it came out in evidence. 
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When I was examining Mr. Dawson in Montreal 
first, before this seerset inventory reserve wes 
diselosed, I was pressing him in regard to statements 
made in the 1936 annual repart to Shareholders, and 
then he disclosed that they had written down their 
inventory, had gone back and written it down beeau e 
of the losses, he said, that they expected to make 


by reason of the budget changes, and at that time 


before they started the readjustment, concealing 


10 $250,000 profit for the year 1955 which should have 


been shonto the publie at that ting,they go back and 


re-write the inventory to conceal it. He says they 
did itfor fear of losses oninventory,but then later 
on we discovered that at that very time they had 

a $2,178,000 concealed reserves at t'e end of the 
year 1955. So that re-yri ting that took plsce in 
1956 could not be a re-writing for the purpose far 


which Mr. Dawson said it was, but was for nothing 


more or Jess then a deliberate concealment of profits, 


20 
so that @ peer story could be put up to the govern- 


mant after the budget eame down, and the letter 
could be written to Mr, Dunning saying: You heve 
given us a knock-out blow. 

THE COMMISSIONER: When does this company's 


fiseal year end ? 


MR. McRUER; On March 51,1936. Just look 
for a moment how this reserve builds up. I am re- 
ferring to page 570 of t e brief. It starts dfin 


1916 at $579,000; 1917, $823,000. ‘hese were war 
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years in which the company was making very high 
profits, but notwithstandive that it saw-fit to con- 
ceal its profits in this way. In 1918 the reserve 
had erown to $1,501,000. That is %1,301,000 of 
profits earned during these three war years, and 
concealed in thisway from those who ousht to have 
known, both the taxing authorities, ti« shareholders 
of the cotipany and the public eenerelly who have an 
interest in these affairs. | 

Then in 1919 it jumped nearly $300,000. In 


1920 it is up to $2,312,000. Then it was drawn on 


in 1921, and it was apparently convenient to draw 
on it again. 

THE COMMISSIONR: How would it be drawn on ? 
What would be the mtiechanism of drawing on it ? 

You see, it is all a question of undervaluing what 
you have. 

‘MR. BRUNEAU: ‘You would not draw exactly. 

The prices would come down. 

MR. McRURR: No, no. Where it had been undervalbed 
in 1920, the raw cotton, for instance, had been 
undervalued because in 1920 according te Mr. Brom 's 
valuation it should have been valued at 40.14 cents 
per pound, and it was valued by the company at 8 cents 
per pound, and then the next year, instead of droppi 

“4% to thet extent it was 13 cents a pound accordir 
to lir. Brown's valuation, and 6 cents a pound was 
the vaiuation put on by Canadian Cottons, and as 


the inventory is used up, at the end of the year 
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with a lower inventory they took the advantage of 
the reserve thet is ereated in that wey. 
THE COMMISSIONER: That is, instead of dropping 
it 500 per cent as they did in 1920, they only dropped 
it about 50 per cent ? 
MR. McRUER: Yes, end then they show the inven- 


tory which they hed teken in at the lower value. 


Then it is built up agesin yeer by year until et the 


end of 1926 it stands at $2 ,277,208.81. Now these 
10 ere figures thet ere not subject to challenge by my 
friend because they come from the Exhibit which 
wes produced by Mr, Brown himself, 


MR. BRUNEAU: He made it up to assist you by 


teking the figures slleged by the government, 
:: MR, McRUER: Mr, Brown hes told the Commission 
how he made it up. 

MR. BRUNEAU: The figures ere substentially 
correct, but they ere sabject to some slight revision, 
THE COMMISSIONER: You might look at it very 

. eerefully, Mr. Bruneau. 
MR. BRUNEAU: Yes. 
MR, MeRUER: Mr. Bruneau can get eny comfort he 


likes out of whet he said in respect to Mr. Brown's 


9g evidence. I have before me now Mr. Brown's evidence 


At page 12105 of his evidence, line 19, I said to 


Mr, Brown: 
"Qs I presume in making up your figures 
you tried to make up the figures on the 
basis of what you thought they ought to be ? 


A. Yes. * 


to egsiaerbs eit doot yout. yrot aevai oe s ait lw 

~ysw tedt at betseto af 3 olf erzeuet. oat 
leutagorh.20.beeteat ,ot ted? . :AMOTeETMOP ABT 5... 
befqoth yiso xedt, ORCL, at D&D yodt, pe dnee seq 008 FF 


¢ tueo toq OF duoc vf 
-roral edt wode yods sede Sa8. geet 318i0HhoM a 
~wisy sewel odd te ai sexed. bed youd foldw 4t0d, 


edt te. Litas tay yf ce0y siege ge #iied ei ot node 
eneit wok £9,808, 3798,38 ts sbaste of d88i te Sue 
ya yd opasitade ot teetdna fom 916 tad gemgil sis 
dotda tidtdxt edt mort,enoe yedt oeaseeed baeltt 
| _«tlovsiid sms0-78. «ti yi Seenboig asw 
ye ae dulees ot qu ti oban of sUARML Re aa. 
jaenmigvog ont yd begeiia aetwalt edt galist 
poteaiemed eft blog ead swotd , tH sf DA ON ofl a, 
equ of eher, od wed 
Lo tsantedse ets semelt oft ;DAnRUaE Lit 
olelvet tigiia ence eo? tosldm 978 yang sag »,tg9eTIO 
_Yter ¢f ta yooL tdgia not . 273 WOT B2IMII09 aHT 
gs tme tir il Uistetss 
| | see one, YAURE 3 
od trotmos Ys to5. Meo sSestiqgS .Te SHEDAOM . IM 
o' owoyh thot teequet at bise on. tede to $50 eeulil 
eonsbive a'awotd .1M wom es exoted evei I .soaedive 
of bise 1 ,ef enif ,eombivye eid 10 pea Rg 
| | Pt __ saword, . 
(eemglt xs a paeonett'p eaxeetd oe ee 
‘oct a0, 20nat2 oat ou oon of Betz? wey. | 
t af 08 geo, yedt quod moy fay To plead 5 | 


* aX oA a 
- A. 


a ae or oi 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 

- REPORTER 
RONTO - CANADA 


14822 


Then at page 12198, line 15, I asked Mr. Brown this 


quegtion;: 

na, Now, what I just want to ask you; 

When you were computine your ficures as 

to the average cost of cotton you were 

: trying to arrive et the figure, I take 

it, thet KEMZ 2S an accountant you tho ght 
Was the proper one to put in there ? Ae 
Yes, I had to get this information for 
the completion of this form 15-B, that 


I referred to," 


Lt could net be much more distinet than that, 
MR. BRUNEAU: That is what I want to point out 
is | MR, McRUER: Please, Mr. Bruneau, you can mean 
anything st all, but I cannot conduct my argument | 
if you are going to keep up a running barrage all 
the time. f[f think I am being 100 per cent fair, and 
you will just have to reply when your ‘urs comes, 
20 Then at page S7i of my brief, my lerd, I point 
out that the amount of this secret reserve was in 
1936 $500, 000 more than the total amount of inven- 
tory as shown in the balance sheet. 
Now when Mr. Dawson wroteto Mr. Dunning that 
2 || he had given the ee ta industry a knock-out blow 
| | in the last pndant. when ws maintained in the witness 
box thet it anh necessary to go back and re-write 
their inventory, write it down because of the 1e@ ses 
they were soing to have to take by reason of the 


introduction of the 1956 budget, we find to-day that 
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their inventory reserve amounted to $500,000 more 
then the total emount of lave tery as shown on the 
balance eheek so, if his position that he took 
first was a ccerrect one, they expected to lose the. 
ani of their inventory; 1. was not going to be 
“rik enything efter this neferious budget of 1936 
was ink édusea, Thet is the sort of thing I cri- 
ticized time and egein, end that 1 now eriticize 
again, That is, that these people getting the 

10 benefit of iis protective terift ghould come to the 
government and deliberately deceive the goverment 

as to the stete of facts that existed in their industry. 
thet the letters that were written have not got eny 
foundetion in fact when taken eat their face value, 


B end that the government has a right to expect more, 
Now let us see how this company treated the 
texing suthorities during the time this inventory 
was built up. When it was started in 1916, the 
Business sear Profits Tax Act was in effect. I 
* quote from my brief: | | 
"Exhibit 995 is a photostat of the 
certificate signed by the secretary Treasurer 
ef the company end filea with the Depertment 
of Netionel Revenue. The photostat is a 
photegreph of the compeny's file copy end does 


‘not show a signeture," 


What I meen by thet is thet Mr, Brown produced 


this photestat hers of the copy of the return 
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thet wes on the company's file, and it does not 
show the signeture of the official signing it, but 
the copy that wes filed with the depertment was a 
signed copy, end was signed by Mr. Bruce, the 

: Secretary Treasurer. If your lordship will just. Look 

at the photostat itself, it shows it a little 
plainer than my brief because we have had to type in 
both those parts that were printed and those that 
were filled in. The certificete of inventory reads 
iS es Trollows: 
“"  .. Gertificete of Inventory 
i, Alexender Bruce, the Secretary Treasurer 
or the Canedian Cottons Limited, do hereby 

a certify thet I have mede a careful investige- 

tion of the prices on which the inventory of 
merchandise end materials on hand was calculat 
for the accounting period which ended on clst 
Merch, 1918, -=- " 

20 in the first place the certificete is a clear state- 
ment to the government thet he knows, thet he hes 
investigated. He goes on: 

“Se and I make the folsowing declarstion, 
Knowing seme to be true and correct, viz:" 
25 


And he repeets that he knows. Then he is required 
to state fully the basis on which the inventory was _ 
teken at the beginning end end of the period, end 
if eny ellowance was meade for shbrinkege or decline 


in yelues, the smount must be stated, and he says: 
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"Cloth and process stock teken et cost 

less 15 per cent rew cotton end supplies at 

gost. 
A% end of period teken on seme basis,™ 
There is 8 elear statement of the basis, Now in 
regerd to the raw cotton, It was during thet year 

THD COMMISSIONER: This is dated duly 9, 1919. 

MR. McRUER: That would be for the yerr ending 
Merch 31, 1918, The rew cotton, according to Mr. 
Brown's fieures, ought to heve been teken et 28.5 
cents, but it was teken by the compeny st 7.9 cents, 
The discount on the goods in process and finished 
zo00ds was 40 per cent in esch ease, and the effect 
of this diseount we@ to gonceal profits made by the 
company for thet year to the amount of $478,027.70, 
and the seeret reserve emounted «t the end of thet 
year to $1,301,061,14, 

It is not réally necessery for one to enlarge 
on the fact thet a compeny required to meke a return 
to make @n accurate return, to meke a full diselosur 
of its profits, not only does not make a full dis- 
closure but in this instance hag clearly and deli- 
beretely made a felse statement to the government. 


There is no need of mincing matters about it et all, 


We can just deal with this canpany the same as eny 


jndividuel would be dealt with who had done business 
in this way with the governnent. 


Phen we come to the question of how this was 
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done» An inventory book was kept by the company 
thet showed the besis on whieh the inventory was tek 
There cen be no suggestion whatever that in meking 


this return the offictels of the ecmpeny did not mak 


it with full knowledge of the situation, It was 
arged upon the Commission thet the government should 
heve known about this, thet they knew sbout it, and 
I think the purport of Myr, Dewson'’s evidence was to 
leed us to heliéve that the government knew all abou 
it. Whether thet wes intended te be levelled st 
the depertment officials, thet they knew of a situa- 
tion like this end were not taxing the compeny, I 
do not know, but thet is the naturel deduction, 
that he tried to lead us to believe that Mr, Elliott 
hed gone over the records, But Mr, Elliott in his 
evidence said: 

| "There ig nothing in the records of the 

Fiver tment to indierte that there had been 

eny other deduction from inventory then the 

15 per cent mehtioned in the certificete," 
Then we some to Exhibit 996, which is another photo- 
stat copy of the ebbastente thet was “ shened on 
behalf of the commeny by Mr. Bruce, the Secretary 
Treasurer, ig | 

THE COMMISSIONER: That is for the following ye 

MR. McRUER: The following year, ended March 31 
1919. After giving the seme genersl certificate we 
find opposite this printed part of the form, reeding 


as follows: 
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"Here wtate fully the basis on which the 
inventory wes taken at the beginning and end 
or the period, | 
If any sllowance wes made for shrinkage 
or decline in values, the amount must be 
stated,” 
Opposite those words we find this: 
"Cloth and provess stock taken at cost 
) less 15 per cent. At end of period teken on 
. same besis. In eonsequence of reduced stocks 
the extra discount was reduced $41,556. Rew 
eotton taken et cost end et the end of period 
at cost less reserve of $220,000. Supplies 


18 at cost at beginning and end of period," 


THE COMMISSION? R: I quite understand the ex- 


pression thet raw cotton end other supplies were 


teken 6t cost, but what is meent by seying that 
their own cloth is taken at cost ? They have 

a made the cloth, you see, 
MR. MGRJER: That would be the cost of the 


rew eotton plus the cost of manufacture. 
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MR. McRUER:; Ye come now to see how the department 
dealt -—— 

THE COMMISSIONER: You have there then what we 
have been looking for, cost of production? 

-MR. MeRUER; Maybe. 

THE COMMISSIONSR: when they say "Cloth and proces 
stock taken at cost" --- 

MR, BRUNEAU; My lord, I think you will see on th 
table they took a discount of 25% in 1919 and ~-- 

THE COMMISSIONER: I am saying what is the meanixz 
of the expression “Cloth and process stock taken at 
cost, lesSe.ee." - does got matter how much less. 

MR. BROUNEAU; Well, it is roughly at cost. 

THE COMMISSIONER: Cost of production? 

MRe BRUNEAUs Yes, 

THE COMMISSIONER: That is, they did not take the 
market value at all, they go to the cost « 

MRe McRuer; Yess We come to see how the depart 
mental officials dealt with this claim of $250,000. 

THE COMMISSICNER: I see they give notice there 
of a reserve of $250,000» 

MR. MecRUER: Yes, my lord. 

THE COMMISSIONER: pee that is supposed to cane 
out of the raw cottons 

| MR. BRUNEAU; Yess 

THE COMMISSIONER: "and at the end of period 

at cost less reserve---" 


MR. McRUER: Now, their reserve at that time 
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amounted to $1,590,000. 
THE COMMISSIONER; Not on the raw cotton alone? 
MR. McRUER: We, on the whole. We will see 
how the Department dealt with the subject of $230,000, 
THE COMMISSIONER: They say “Raw cotton taken at 


cost and at the end of Period at cost less reserve 


of $250,0009" 

MR. MeRUER: What they actually did was to take 
the raw cotton into the inventory at 8.55 when it was 
30-50 and then on top of that claimed a reserve of 
£230,000 be set up as reserve and that in addition 
to the $1,301,000 --- 

THE COMMISSICNER: With that reserve’allowed, by th 
way? 

MR MORUER: No, I am going to deal with thats The 
Department, of course, not knowing of the inventory 
reserve and not knowing that this 8230, 000 wes a clain 
after having written down the raw cotton from 30 cents 
a@ pound to about & eents a pound, they considered the 
claim for the $230,000 reserve and allowed it at 
$67,250.00, So that in adaition to writing down thei 
| raw @otton from 3005 to 6—55 they got by this repre- 
sentation to the Government an allowance from their | 
| profits of $67,250 for additéonal reserve. Now, 
that is not all yet of the capacity for this Company 
to take advantage of the government. | 

"In the year 1920 the tncome Yar Tax Act and the 


Business Profits War Tax Act were both in force, 
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and returns made under each act were cousidered 
togethers The taxpayer paid under the Act which 
yielded the greater revenues Later in the year 
1920, the price of raw cotton declined from 43 edats 
in July to 16,65 cents in December," 

THE COMMISSIONER: That is the market quotation? 

MR. MeCRUER; Yes, my lord, 

"The Companys; therefore, made a claim for exempti 
from taxation on the profits as shown in the printed 
balence sheet, to the extent of $823,901«20." 


Now, here is what the Company did in this case in 1920 


Notwithstanding the fact that they took raw cottm 
into their inventory at 8 cents a pound, when Mr. Brow 
says it ought to have been taken in at 40014, and the 


_inventory showed that basis, they went to the Government 


and said; "see how raw cotton has declined since our 
inventory was made ups It has gone down from 4014 
to something in the 20'sa" - I will deal with the 
letter in regard to that in a moment - “we have there- 
fore made a loss and should therefore have a deduction 
from cur profits fon the purpose of taxation of 
$825,901e" The Claim of the Company was that the 
profits were arrived = after taking the inventory 


into the balance sheet at $2,042,412412, which was 


| claimed to be based on the market before the decline 


in the price of raw totton, What I mean by that is, 
that we say we have taken our inventory into our 


Balance Sheet at $2,042,412e12, that was at a market 
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price of 40,14, therefore we have lost $823,000 
by the decline and that rena to be written out of our 
profits. 
MR. BRUNZAU: Just a ana on page 376 Mr.McRue 


says it prego that we did not elaim all our inven ory 


had been taken at 40e146 


MRe McRUER: I will read the Letters specifically, 


you claimed on the basis of the decline from 40414 yo 


were entitled to a deduction from profits of 9825, 00% 


shown in the balance sheet, when that was made up it 


was made “0 of the basis of 5S cents a pound instead oa 
40. 
MRe BRUNEAU: Made up in part of 40 cents, 
MR. McRUER: Well, the government was impressed with 
the claims They said - well now, if you have taken 
your laventenr into the balance sheet at $2,042,000, 
and it was valued at that time at 40014, then there his 
beena decline now to below 30 cents a pound and it is 
quite true that you have made a loss on that 
inventorys So we see th correspondence that took 


place, The Company had filed with the Department a 


certificate of inventory on Form J, which contained 


inventory had been taken; 
"Cost less depreciation deducted as per 
attached statements to bring amount to 


correct value current within twelve 
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Mionths of the date of satan ie final 
statement of profit and loss." 
Now, they made a statement thet the inventory was tak 
at cost less depreciation deducted as ver attached st 
ments to bring amount to correct value current within 
12 months of the date of inventoryses.. see final stat 
of profit and loss, and in the certificate in regard 
to inventory in the Income Tax Returns the following 
words were used; 

"Eeveses the eyese0e Of the Company making 

this return do hereby certify thet the inventorie 

eevee.sn8S the following value with the reduction 

shown on the accompanying sheet, was taken 

at priees gencrally current within one year of th 

original date of inventories and have been in no 

way reduc ed»" 

"Taking inte econsideration the decline in 

raw cotton during the year 1920 from the peak 

of 43¢ to the figure given by Mr* Elliott of 

16a55¢ the Company was allowed the deductions 

from these profits for the purpose of taxation 

of $604,000,00¢" 

Se that this Company gees to the Government - this 
was the end of 1920; after in the previous five years 
having deducted from its profits $2,512,000, on which 
it did not pay tax, had written down its isaventory 
in this way = goes to the government and asks the 


government for a tax allowance of $800,000 and 
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takes and iblety ts en ak teneite of $604,000. It is 
just aifticult for one to control the language that 
“would properly deseribe conduct of that sort. Most 
of us teat under 4 moral tekken to pay AON taxes 
as honourable eitizens end do our share in the mainten 
anee of privileges that the Government gives us, but not 
only did this Company not observe its duties in that 
regard but having hedatvek the Government in the first 
instance goes back for a Sia share on the strength dof 
the decline which did not take place in their inventor . 
| because their inventory was then very ees haa valued. 
Would you give me the Canadian Cottons Finance 
| Statement, Mr. Whiteley, pleases I just want to see 


hew much their total inventory was at the end of the yaar 


1920 as shown ia the Balance sheet and compare it with 

the Davetbaey Reserve that they had built up at that 
time when they go to the Government and say - we have 

| surterea this loss and we want deduction fran our 
profitss Yes, it is the figure I show in my brief, 
$2,042,412,12 is the amount of the inventory shown 

in the balance Sheet at the end of March, 1920, and 

their reserve amounted to $2,512,767 The total inventory 

| if it had been correctly shown should have been 
| 34,357,000 aboute They had the reserve of $2,312,000. 


They showed their inventory in the balance sheet at 


($2,042,000, and tien they go back to the government 


and say - on the basis of that we have lost $820,000 


by decline in inventory and we want a deduction from 
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profits for the purpose of taxation, They were 
Would you get me a copy of Exhibit 895, 


Now, that this action was deliberate is beyond alll 


question on the evidence that is before the Commissidn. | 
There was correspondence about it, The ea 


is contained in Exhibit 895, and starts first on the | 


26th of June, 1920, and this is a bit humourous too 
because they in making up their statement to the Govern- 


ment, while they were ecucealing their profits to thi 


extent, they made a slight error of $128,000 and they 


went back to have that adjusted, There is a letter 


from Mr, Breadner to Mr, Bruce, Mr. Breadner was th 
| 15 Comisatoner of Taxation and Mr. Bruce was the Secretary 
of ganedion Cottons, The letter is dated 26th of 
June, 1920, which reads; 

“FT am very sorry to learn that through an 

error in adding back the depreciation which was 
. taken from your Appropriation Account, not from 
your Profit and Loss sneotat, your Company has 
been very heavily overcharged for Business | 
‘Profits Tax» I am having an amended assessment 


25 eut to show the correct smount which you should hdve 


paid and which agrees with your figures, and 
shall bring forward to the eredit of the Company, 
the differenee of $128,542487, which will be sho 
on the amended assessment to be sent yous 

Allow me to thank rie: eer your suggestion 


as to leeving this balance open till next assess- 
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ment is made - we have no machinery in the Act 


by which refunds can be made except with a great 


deal of trouble. 
You will be assured sak ontncumients will be 
made regarding next assesament which will suit 
you and tweet the condition caused by this unfor- 
tunate errors" | 
Here we have on the one hand the Commissioner of Taxation 
i‘ | going out of his way to correct am error that hed been 
| made iu the charging of depreciation and on the other 
hand the company going.out of its way to prevent the 
| Commissioner of taxation Knowing what the real situatign 
was ia seni to its profits. 
On the L7th of December, 1920, Mr. John Miller, 
an expert employed by the Canadian Cottons, wrote to 
ur. Dawsen as follows: 
"As you might gather from our telephone con- 
20 || veruation yostertay athexen, the final discussion 
re-arding your soled assessment was both long 
and airrioult, After going over matters fully 
with ur. MeLaughlin ve came to an agfeement subjec 


to Mr. Bm dner RETOOL As and of course to your 


25, 


eentivmatinns* 


THE COMMISSIONER: — t suppose Mr. MeLaughlin is an 
| official of the eee Tax? 
| MR e MCRUER: Yes, he was ‘assistant at that times 
= | "The / difference was so > Large that Mr. Breadner had] 


to be called in and at first ais was most ‘waniitlian | 
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to coneede the points," 


Now, this is in regard to this allowanee I have just 
mentioned of $604,000. ur, Breadner was fighting it 
OUte ig “gigs has 
"i haa quite a difficult time with himesoos" 
“THE COMMISSION: : The Gompeny was asking for more 


than--- 


MRe MeRUER:; The Company was asking for $800, 000 


some odds 


“eooel had quite a difficult time with him, = 

he is a good deal worried just now ~ and for a time 
i feared» that I was not going to get him to agree, 
But after pointing out that I had not pressed for 
several allowanees -~ the Bad Debt Reserve for 
‘acumen ~ aud also that for the previous period 
certain charges for renewals Had been made in full, 
and shad the Common Stock was valucd at a low 
fighre Mr. Breadner at last agreed to accept the 
statement. which Mr. Mecfeughlin and I had already 
agreed on tentatively. Thereafter I got you on the 
‘phone and on your agreeing also, the tax was 


formally settled essax” 


i should think My. Dawson would agree. 


"o»ee@ll but the payments. Mr. McLaughlin in 
view of the reduction of the amount was rather 
anxious that there should be a substantial payment 
in January, and I promised to draw your attention 


te this point in writing. I believe, however, 
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\ that you gave him some idea of what you proposed 
| to do while you were talking to hims 
*] think that taking everything into consideFr- 
ation, we have reason to be satisfied with the 
final results, which is to reditce the Assessment 
by $283,453.08. This is arrived at by the allo 
ance as deduction from Profit of: 
Albowed as Repirs $289 ,584200 


Allowanee for depreciation of 


10 
Pee heaeig tf still Olt hand 67,250 200" 


That is the figure that we had mentioned before. 


MR. BRUNEAU: That . refers to 1919 statement you are 
reading nOWs 
: 15 | 2 MR. McRUER: Yes, this must refer to the 1919 
| | didi weniiihe alae the $67 5250400 was made then, not 
the $604,000. | 
"Insurance ee taken as 


deferred Salaries or Wages, 20,970.00 
$377,804.00 


. These amounts falling to be deducted from that 
bracket of profits to which the 75% Tax 
sppiies the reduction is therefore as above stated. 

Personally I think the Department have given 

25 you a very fair pony it | aaniaarell to me that it 


would be most unwise to press for any further 


allowance, indeed I think that it was partly 


by refraining from any other claim, that the fina 
tax was carried throughs I hope that you and Mr, 


Bruce and also your Board will be satisfied with Pmt 
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working together as we did, the three of us heave 
been able to accomplish," 
Now, if we could just cast our minds back to the meetin 
of Mr. MeLaughlin’s and Mr. Breadner and Mr. Miller, an 
that somebody had said to Mr. Breadner, "But this Comp 
has been setting up en inventory reserve over a period 
hat now amounts to $2,512,000 or inl1919 amounted to 
pL ,590,000," and just what Mr. Breadmer would have said 
in toose negotiations when they were Glaiming this 
allowance of $230,000, which was allowed at $67,000 
Lu 1919, The suggestion that the Income Tax officials 
Knhew of what was going on is entirely contradicted by 
hat letter, 
well then, there is another one om the 15th of Dec., 
R920, from Mr. Dawson to Mr, Breadner; 
When our Secretary Treasurer, Mr. Bruce, sent you o 
Statement for Taxation purposes for 1919, he increas¢d 
our Cotton Inventory by $230,000.00 over and above 
the amount shown in our regular Printed Statement 
for that year, 

In view of the tremendous break in the price of 
cotton, and the very serious losses we have » face 
in this connection, I trust that you may see your Ww 
clear to accept the figures show: in our original 
Inventory, every dollar of which we will need in the 
trying days that are ahead of use 

A quantity of the actual Cotton taken into stoc 


Slst March 1916, was still in our possession when th 
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market collapsed a few weeks ago," 


| That is, he is going back to the Slst of Merch, 1919, 
we had a quentity of cotton in stock that was taken 
in on those figures and it was still on hand when the 


| market collapsed a few weeks agos That is getting 


down to near the end of 1920, and therefore we must 


| have this allowance but not a word then he says about 


$1,596,000 that he has put away in the previous three 


|yearse These letters are a little out of chronological 


|order, There is another letter of the 18th of November, 


which was written before that by Mr. Breadner to Canadip: 
Cottons; 
"Gentlemen: 

On examining the returns of your Company 
intitle abeeenbine sah ended Slst of Mareh, 
1919, it would appear the following assessment 
should be made; 

hlanaih arene $702,587 "92 
Less: Amount over paid in ree 
3 spect to 1918 period, 128,542 487 
AMOUNT GUCsearneseraeess 9745225205 
Statement attached," 
That is what gave rise to what took place + the corres- 
pondence that eultMiiatdhs 
maetagyd come to the year 1921. On the 17th of 
Deseuber, 1921, and we go back again to examine ow 
table at page 370 and we find in the year 1920 they 
inereased the inventory reserve by $800,000, approximatply 


thate. Now, on the 17th of Decewber, 1921, the Secretpry 
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of the Company wrote to the Commissioner of Taxation: 


"Dear Sir: . RE: CANADIAN COTTONS COMPANY'S IncGuE 
TAX RETURN TO MARCH 31, 1920, 

I beg to confirm figures submitted to the 
Department in sheet annexed to Return in the matter 
of reduction of Inventory as follows: 

RAW COTTON — 

"5,623,000 lbs. carried from previous year 

at approximately 9¢ per pound and shown in 


inventory at that figure, was reduced in 


_ value on account of slump to 6¢ per pound. 
‘: 


1,670,464 ibse taken in Inventory at 
40,14¢ per pound being the actual cost price, 
was reduced to market value by a depreciation 
of 30¢ per pound »" 
THE COMMISSIONER: In reality that cotton was 
taken in at 8¢s | | 
MR: BRUNEAU: I have the inventory book here for 
that yarpese, and that is ofly part of the stock taken 
at 40 yanks and the figures are not - they are very 
ancient figures - there pag one suggestion in the 
factum that we ever changed in any way in our books, 
and it is here 
MR. waRUES: You took it into inventory. 
MR. BRUNEAU: The inventory is right here at pages 


64 - 68 to show those two parts. I have inventory 


pefore Mme, 


MR. MeRUZR: Mr. Srown's evidence --- 


THE COMMISSION ER: You are at the very crux of the 
whole thing, Mr. Brown - I understand his evidence 
is detailed on page 369 and he says that for that year 


the raw cotton ought to have been valued at 40¢14s 
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MR. BRUNEAU: That is merket price, 

“THE COMMISSIONER: Yes, anda that you took it in 
at 8¢, that is what he says. You say that is not 
borne oute 

MR. BRUNEAU:; Not as to this amount of 1,670,464, 

MR. MeRUER: What do you Say as to the other? 

MR. BRUNEAUS As to thé other there is no guestio 


about it. 


THE COMMISSIONER: You say you took in 1,676,000 


pounds --- 
‘MR. BRUNEAU: At 40¢, 
THE COMMISSICNER: Actually did that? 


UR. BRUNEAU; Here it is right in the book at 


15 
DaZeS -<= 
THE COMMISSIONER: What about the rest of the raw 
cotton = how much was there? 
MR. BRUNEAU: The rest is taken at Varying amounts 
20 | and averages between 8 and 9, 
| THE COMMISSIONFR: And how much? 
MR. | BRUNEAU: 5,823,000 lbs, 
THE COMMISSIONER: At about 8g? 
MR. BRUNEAU: Between 8 and 9, 
25 


THE COMMISSIONER: That is what your beoks show? 


MR. BRUNEAU: Yese 


MMISSIONER: I will take a mental note of 
that mow, Later on in the eourse of your argument 


30 we will hear more about it, 


MR. BRUNEAU: ‘There was a statement that we change Se 
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our books and here is the books that Mr. Grant saw, 
and I will explain in my argument --- 

THE COMMISSIONER: You hag between one-third and 
a quarter at 40.14. 
iu going over the inventory I found the interesting fabt 
that the amount was the same as they carried over pre- 
vious year, 


MR. MCRUER: The fact is that you took it in, 


5 
MR. BRUNEAU: Less than a quarter, about one-fifth| 
10 


5,825,000 lbs, at about Sg when 40.14 was Mr. Brownts 


figures. 
MR. BRUNEAU: And when the Government read this 
letter that was fully befere them, that I would 1 


to know is what the Government did not know after readfin j 
that letter. 
MR, McRUER: Well, we will find out. 
THE COMMISSIONER: After reading which letter? 

20 MR. BRUNEAD: The one that Mr. MeRuer has read now 
We have shown 5,606,000 odd carried at appr xbmately 
es 9¢, 30 cents less than the market price, There is 
practically $1,800,000 diselosed in that item. 

PHE COMMISSIONER: That appears to be right. 


MR. MeRUER: Well, I will have to eheck my friend's 


figures. fhe fact is that during that year they 


had increased their inventory reserve by about 


$788,000» 
30 | MR. BRUNEAU: Because the price had gone up. 


MR. MeRUER: The price had gone up? You took it 
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in at that amount less than the basis on. which 


an 


Mr. Brown suggested that it ought to have been taken + 
Then goes on; 


MANUFACTURED Goons 


"In the Mareh 1920 Inventory manufactured 


cloth on hand was taken into stock at current 


| 


value@, amount Shown $477,050.00, The loss 
by decline in the market and drop in the 
10 Company's Price List brought the value down 
to $528,978400» A loss of $148,072 6" 
in the year 1920, the adjustment was 40% - "current va 
is kind of a loose term, of courses 
doen Mr. Dawson on the 16th of February, 1922, wrote 
to the Inspector of Taxation; 
"Dear Sir: . Attention Mr. Frigon 
With reference. te the. deduction from Profits 
of this Company for the year ending 3lst Mareh 19: 
20 of $883,901.20 on account of inventory depreciati oh, 
we have. to state in addition to what we wrote you 
in our letter of December 17, last, that this amo 
was arrived at by referenee to quotati onus for the 


same grades of materials within twelve months of 


Sist Mareh 1920, 


If you consider it necessary we are prepared 
to substantiate this by quotations, which we have 
can, procure, 

30 _. He wish also to mention thet up to the time 


that the market broke our iaventory was not lower 
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in quantity, but on the contrary it gradually 
increased," 
So that we heave Mr. Dawson himself in this btter askin 
for deduction of $823,000 from prefits but not disclos ng 
the deduction that had been made in the previous years | 
MR. BRUNEAU; My.lord, it was fully disclosed in the 


letter immediately followings 


MR. MeRUER: Nothing of the kind, There is not a 
vestage of disclosure to the Government in any place 


that you had an inventory reserve of $2,312,000. 


MR. BRUNEAU; My lord, that is the crux of the aw $ti ox. 


9g om 6,000,000 pounds disclosed in that letter and xe 
Say we have not-~--- 

MR. MeRUER; Will you tell me where there is any 
disclosure that you had $2,312,000. 

MR. BRUNEAU: Yes, right LD the letter. Apr oximately 
6,000,000 pounds at 9¢ a pound, when it should be 40¢ 
& pound, is 50 cents, and that makes $1,800,000 right 
in that item fully disclosed. 

THE COMMISSIONER: What is the date of that letter 

MR. BRUNEAU; December 17th, 1921. 

THE COMMISSIONER: Read it again, will you; 

MR. BRUNEAU: And it shows we had been taking it from 
previous year --- 


THE COMMISSIOWR: Well, we will have to hear the 


MR. MeRUER: “I beg to confirm figures submitted 


to the Department in sheet annexed to Return in t 
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matter of reduétion of Inventory as follows, 


RAW COTTON 


at approximately 9¢ per pound and. shown 


on account of slwap to 6¢ per pound, 


1,670,454 lbs, taken in iaventory 

at 40el4¢ per pound being the ectual 
Cost price, was reduced to market value 
by a depreciation of 30g per pound," 


THE COMMISSIONER: ‘That tells us that. 
10 || Of 5,823,000 was tien in at 9¢ and had been reduce 
6ge 
there was sane notice in that to those concerned? 


MR. McRUER: How much does that work out at? 


MRe BRUNEAU: That is in the first item only, 


and apparently meets with approval. 


“s 


5,823,000 lbse carried from previous year 


in 


inventory at that figure, was reduced in valy 


ea to 


What do you say to Mr. Sruneauts objection that 


a THE COMMISSIONER: That will be about $1,800,000, 


THE COMMISSIONER: Mr. Dawson's letter, give me the 


date again, 
20 MR. MeRUER: That letter is from the Secretary 
| 3 dated the 17th of December, 1921, 
| THE COMMISSIONER: Not from Mr. Dawson? 
MR, MCRUER:; Nos 
) 


ss “THE COMMISSIONER: While you are at it what do 


MR. BRUNEAU: Yes, that is shown by the books, 
right in the inventory books at pages 64-68, And I 


volunteer the information, so far as I could judge 


up these inventories, it appears they had taken 


you Say about thestatement that there was 1,670,464 lbs 


taken in inventory at 40el4y per pound, That is so? 
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See $1,950 bales, same number as the previous year and 
same price the previous year, but additioial bales 
they had taken them in at cost price, So that there 


is apparently some accounting theory of normal stock 


they were working on « But they maintained a sort of 


Standard level at a price which they carried right | 
through the inventory fran beginning to end of the | 
period 1916 to 192], Now, that theory may be wrong - 
‘i I mean it is arguable, 
MR. MeRUER; On what is it founded? 
MR»BRUNEAU: well, it is a well known accountancy |. 
theory the normal stock they had on hand they are 
entitled to retain at the figure at which they bought 
* ite That is what they call their cost. They had rough- 
ly 6,000,000 pounds of cctton at this time and it was 
bought at this price and they retained this price 
right through - that is, as far as I eould see. vwhethér 
20 that is right or wrong, it is one sort of cost theory 
and seems to be accepted, fully disclosed in this lett z 
and satisfactory to the Government at that time as far 
as the raw cotton is concenred, 
MR. McRUER; Well, I do not agree with my friend 
on that. 
THE COMMISSIONER: we iit ‘BdJourn for a few 
minutes, 


~~ Adjourned at 11445. 
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~- On resuming after recess. 


Mr. McRUER: Mr. Heward had a correction that h 


wanted me to make, my lord, which is quite righte 


that time amounted to $500,000 more than the total 


r amount of the inventory so that it is difficult to 


At page 512 of my brief there is a reference made there 
to the price agreement in regard to yarns and it is» 
stated tc be Dominion Textile Company, Wabasso Cott 
Company, Montreal Cotton Vompany and the Hamilton 
Cotton Company. That ough t to be Canadian Cottons 
Limited instead of Montreal Cottons Limited. 

THE COMMISSIONER; Montreal Cettons Limited shou 
be Canadian Cottons Limited, 

MR. MeRUER: Canadian Cottons Limited. The si 
tion is this agreement is in regard to yarns finer 
than 40's = 


MR. HEWARD: Coarser than 40's. 


MR, MeRUER: Coarser than 40's, and I understan 
that Montreal Cotton Company dees not make yarns coayser 
than 40's so it is not in the fields 

MR. HEARD: They make then but not to sell. 

MR. MeRUER; Meke them for their. om use but no 
to sell. 

The situation at this time in regard to this 


inventory reserve was that the reserve they had at 


conceive how the department, if they understood or 
appreciated in any sense that they had an inventory 
reserve of that sort, would allow them a deduction o 


$602,000 from profits if they had a reserve that 
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amounted to three hundred and some odd thousand dollar 
more than® the total amount of the inventorye 
THE COMMISSIONER: Yes, but how do you explain 
this bald statement in the letter of becember 17, 1921 
5 from the secretary of the company to the Commissioner 
of Taxation where under the heading of "raw cotton" 
he divides the subject into two figures and he says; 
"5,823,000 lbs. carried from previous year at 
approximately 9¢ per pound and shown in Inventory 


10 at that figure, was reduced in value on account 


slump to 6¢ yer pound". 
Have we any evidence as to what the Department did or 
thought or said about that? 

MR. BRUNEAU: Mr. Elliott gave the decision, 


15 
THE COMMISSIONER: What did he say about that? 


MR, BRUNEAU: That they accepted that 6 cent fig 
they cut down our price by 30 cents -- they aliowed us 
20 cents a pound on cotton on the basis of the letter 
with Mr. Grant's report. You see they checked up to 
a make SuT@s 
| a THE COMMISSIONER: You have referred to Mr, 
Elliott's evidences Aye you saying Mr. Elliott 
at that time, or are you telking of his evidence here? 


WR. BRUNEAU: Oh, of his evidences. He stated 


that they allowed this and stated the basis of the asspss~ 


ment. 


TH COMMISSIONER: Dees he still accept it? 


MR. BRUNEAU: I don’t know whether he still aceep 


30 ite 
THE COM{ISSIONSR: You. see, he detailed to us he 


is 
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the claim he is making against your company through 
all these years amounting to -- I forget how much, 

MR, MGRUER; well, in respect to the Business Wa 
Profits it would amount to two hundred and some odd 
thousand dollarse 

MR. BRUNEAU:; I must say I think we all failed + 
appreciate the importance of that letter. I only say 
it when the brief came before my attention, and I hav 
asked Mr. Elliott to indicate to me in what way we 
10 have not made full disclosure up to that time. 

THE COMMISSIONER: You did not put it to Mr. 

Elliott yourself when we had him heres 

MRe BRUNEAU: Noe 
MR, MGRUSR: As a matter of fact, on the calculation 
15 of the income tax, the amount due to the government, 

i don't think it is either here nor there, because Mr. 

Elliott explained that if they go back and calculate 

the Business. War Profits Tax then when they debit the 

with one thing they have got to credit them with 
” ano thers 

THE COMMISSIONER; If they take it off one end 
they don't take it off the other, 

MR. MeRUER: Be@ause they meade six hundred and 
some Odd thousand dollars loss in the year on this 
inventory reserve; the inventory reserve was drawn 
on for profit. 

THE COMMISSIONER: That may be alright, mmrk too, 
when you are looking for an adjustment over a long 
period of years, but have we any explanation as to 


why at this time in December, 1921, nobody seems to 
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noticed the statement contained in this letter? 
MR, BRUNEAU: Oh, I think they noticed it, my lo 


THE COMMISSIONER: How do you know they noticed 


MR. BRUNEAU: Well, I don't wee how they could 
help seeing that the cotton was carried at nine cents 
a pound, and in the previous year as well, although 
the market values were notoriously 30 and 40, and 

we diselosed it right there in the same letter thet 
we are carrying 1,600,000 pounds at 40, Why don't 
they say why don't you carry the whole thing at 40? 

THE COMMISSIONER: What right hed they to aceept 
it? 

MR. BRUNEAU: Well, they must have accepted that 
nomal stock theory that we i entitled to carry 
6,000,000 pounds right through because of the 
character of the business, exposed as it is to 
violent fluctuations of cotton prices. That is what 
Plaxton and Varcoe suggested in their book. 

MR. McRUER: No, it is nothing of the kind 
because in the previous year there was a most care} 
ful serutiny made of an allowance of $230,000 ana it 
was reduced to $67,000, and there was a very delibera 
discussion and no di stlosure apparent then that there 


was this reserve at that time, and Mr. Elliott in his 


evidence at page 13177 deals with the matter. The 


letter is read to Mré Elliott -- 
THE COMMISSIONER: Which letter? 


MR. MeRUER; That is the one in mestion, at 
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page 15176. Well, I will go back a little further 


14860 


because ir. Ellicott introduces the letter at pace 
1351756 
"tye All right, it comes to 1919, Your figure 


is 50 and 50%-= that is 30 per cent discount for 


goods in process and 50 per cent for finished 

goodse ‘'The company's figurem is 8,55" -~ no, I 
; have read that wrong. ‘Your figure is 30.50t-- 

that was the average price of cotton -- 'the 


10 company's ficure is 8,55. 1920, yourfigure is 


40,16, the company's figure is 8ts= That is, the 
average price of cotton was 40414 and the company's 
figure they took it into the inventory at was 8 
cents a pounde | 

15 ‘Ae Well, just in connection with that year I 
would like -- you have mentioned in connection 
with the year 1920 where the average closing was 
46214 and taken at 8, the effect of taking in th 
high shows that the company the year following 

<< took a loss of $1,600,000, 

Qe Which is shown in your statement? 

Ae Yes, sir, but does not show there. You are 

mentioning statements where the company had 

issued balance sheets to shareholders concealing 

profits, but-here is where they concealed losses 

they had taken, 

There is a letter filed in Exhibit No. 895 datea 

the 17th of December 1921 re Canadian Cotton 

Company's Ineome Tax Return to March Slst, 1920. 


This is addressed to the Commissioner of Taxation, 
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" Income Tax Department". 
THE COMMISSIONER: That is the very letter we 
have been discussings ays 
MR. MeRUER : That is the letter we have read ané@ 


it is read into the record, 


*That Le tter rent to the Department? A. I ha 

a copy of it before me. 

8. Now, chis. wast part of the tion, ppoeireied for a 

reduction from profits due to loss on inventory 

was it not? A, That is correct, and perh 

i might just give you the figures that are 

refkdécted, | 

Qs Yes, do, please? As In respect to raw 

cotton as the letter states they had a pounhess 

of 5,825,000 and we allowed a reduction of 3 

centS. 

ae in response to this application? A. That i 

eorreet; in money that emounted to $174,690"-- 
You see, what Mr. Elliott says is they allowed a deduction 
on the 5,825,000 pounds from nine cents to six, three 
cents less, 7 

THE COMMISSIONER: They accepted the figures the 
as being reasonable, | 

MRe McRUER: Yes, they semeil the figure as 
being the figure -- the loss that they had madé. 

THE COMMISSIONER: But he had the letter before 
him. He said three cents meant carrying the value do 
from nine to ha whereas Brown says the value should 


have been 30 -= 40% 


“MR. MeRUER : 40» So the department evidently 
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dealt with it on the  F as if the loss they had mad 
was from hine to six, 

THE COMMISSIONER: As if they had really made 


a losS., 


MR. MeRUER: As if they really had made one, 


THE COMMISSIONER: Mr. Bruneau is right in this 
respect; they showed them the actual fisuress 
MRe MeRULR : YeSe 
* "2, In response to this application? A» That 
is correct; in money that amounted to $174,690. 
Then, in respect to raw cotton again a poundage 
of 1,670,464, although the company claimed a 
reduction of 30 cents per pound we only allowe 
15 20 cents a pound, and in money that amounts to 
$334 ,092+80. Then, the third item, that was 
manufactured goods or cloth as it is called in 
the letter, 20 per cent of manufactured cotton 
value, $477,050, which extended means in money 
20 for an allowance by way of taxes $95,410, and 
the sum of these three items amounts to $604,192.50 
THE COMMISSIONER: Which was allowed. 
MR. MeRUER: Which was allowed. 
| "=whi ch was the emount I told you the départmpnt 


allowed, in fact, as against their claim of 


$823,901.20." 
THE COMMISSIONER: Now, the department to-day qllows 
that to stand there; they are not disturbing that to aay? 
; MR. MeRUER: Well, of course, they are going back 


and re-wri tinge 


“ geent 
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THE COMIESSIONER; I know, the re-writing will 


affect everything, but insofar as this particular 


year is concerned they are Still leaving it on that 


basis,. 


Mis BRUNEAU: No, my lotd, they have sent their 


assessment, but we have now pointed that out to then, 
and asked them to indicate in what Yespect they 
did not know What they were doing at that tine, 


THE COMMISSIONER: Pardon me, they sent you 


& Statement now on What basis? 
MR. BRUNEAU: Well, this summary -- it is an 


“ssessment in one line, f don't know just how it is 
made up. 
MR. MeRUER: As far 


as the amount they owed it 


really doesn't make any difference, because es Mr, 


Elliott pointea out -. 
THE COMMISSIONER: No, it wontt make any differs 


ence to-day on an adjustment. The thing is here you 


have it, and have they irermena: that now? 


MR. MeRUER: On the other hand, I @n't know to 


what extent they were just taking it at that basis, 
tere is what Mr, Elitott says about ite 


"Ge And is there anything on the fecords to show 


that at that time when the Company made that 


Claim for an allowance out of profi ts for the 


purpose of loss on inventory that they had set 


apart in the previous four years, or five years, 


$2,312 3767450 as inventory reserve? Ae At 


that time there was nothing on record to go 
indi cates 
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ROBT. BRYDIE 


"Q. Now, gust to go back to the letter of Decemb . 
17th, 1921 again. In order to base a claim against 
the Government for an allowance for inventory 
losses on raw cotton they have said in this lettdr 
in rékpest te the 1,670,464 pounds that thatwas 
‘taken in inventory at 40.14 cents per pound beite 
the actual cost price, was reduced to market value 
by a depreeiation of 30 cents per pound,’ and 


what they claimed was the less between the 40.14 


and the 30 cents, was it? 
A. That is what they claimed but we allowed 20 
cents, " 


Well then, we go on from there through the next 


years and see the nature of the returns that the compan 


15 


made es "In 1921 the eomvany made its return on the 
Income Tax form T2. The printed form reads as 
follewss 

Certificate of Inventories: LT.sscseccseces 

Thee sesseese(Pank of official) of the Company 

7 moking this return do hereby eertify that the 
Inventories included in the above schedule 

were taken Of Geesocesess+shasis and do not 

contain any allowance for shrinkage or declixe 

in value other than as FOLLOWS te veceeserecsele 


The Company filled in, as indicating the basis 


the words ‘eost or markett"== 


THE COMMISSIONER: "Cost or market price". 
MR. McRUER: "'--eost or market price’ and gaye|no 


30 indication that there were any other deductions?. 
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) So that we atart.on from there again with these 

statements made in the income tax teturns, where you 

have the express words filled in, "cost or merket 
price", and that was not the fact as to the basis 

on which the inventory was taken, 

THE COM ISSIONER: Pardon me a moment; where the 
filled it in in that way, "cost or market priee", wash't 
that a rather loose Way, anyhow. It should be one 
or the other, shouldn't it? 

10 MR. MeRUER: Whichever is lower, 

THE COMMISSIONER: Yes, one or the other whichever 
was the lower, They just put in "“sost or market 
price", 

MR. MeRUER: It was neither, anyway. 

15 THE COMMISSIONER: Well, I mean on the face of i 
it was very loose, 

MR. McRUERs "The return was signed by Alexander 

Bruce, the Secretary Treasurer with the following 

certificate: 

a "Lesecesceeeshereby certify that the foregoin 
return, the supplementary statements and the 
additional sehedules attached, if any, contai 
& true and complete statement of Gross ineome 
and. Deductions Claimed by the above named 
Company for the year i9zi1'", 

So that is an explicit statement, as clear as it can bé. 
"“Aecording to Exhibit 1228 the average cost of 
raw cotton for that year was iS¢, but, hewever, 
it was taken into the inventory at a value of 


6¢ per pound". 
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MR. BRUNEAU: They had just told them to take it¢ 
in at six cents when they adjusted it, In 1921 they 
ad justed it, as we have seen, to six cents so T sup po 
they carried it at that ficure. 
MR. MeRUER: Well, “your ineane tax return didnt t 
Say SO. 


" The finished goods and goods in process were 


AP ee Sa ee LORS Smtr 


“teken’ into inventory at 4 @iscount of 40% off 
list price, 

in the year 1922 the certificate on the retuzn 
was filled in, in the same way with the words 
*at cost or market pricet, ‘The average cost o 
raw cotton for the year was 19,84¢ per pound. 
It was taken into inventory at a valuation of 
1l27, and the finished g00ds and goods in proces 
were taken into inventory at & discount of 40% 
off list price, 

In 1925, the certificate on thé return was 
filied in, in precisely the same manner. Altho gh 
the average cost of raw cotton for the year was 

| 28262¢ per pound, it was taken into inventory a 
137 ‘and the finished pods dnd goods in process 
were taken into inventory at a discount 6f 40% 
off list Biet! 
Now, we sé€eé, according te Mr. Brownts statement 
thet by 1925 the inventory reserve had been increase 
now to $1,368,000 as against $690,000 in 1921, 
"In 1924, the certificate on the return was 


filled in with the same words ‘cost or market 
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"price', and no further information. The averac 
cost of raw cotton for the year was 28¢ per poun > 
but it was taken into inventory at 1S¢ and the 
finished goods and geo0ds in precess were taken 
into inventory et a discount of 40% eff list 
prices 

in 1925, the certificate on the return was filled 
in in precisely the same way. The average cost 
of raw cotton for the Year Was 25.9¢ per pound, 
It was taken into inventory at 10¢, and the goods 


in process were taken inte inventory at a discount 


of 40% off list price and the finished goods at 


50% off list price”-- increasing it there notwithk 
Standing the same statement in the Income Tax return, 
| " dn 1926, the eertificate Was filled in by RG, 
Tolmie, Acting “eore tary Treasurer, all statement 
in regard to inventory were lefs blank. There wa 
no Statement that would indicate that there was 
reduction fron inventory or an inventory reserve" | 
20 Now, we have got to remember this, too, my lora 

that these financial Statements eccompany the incone 
tax returns in all cases and were attached to then, 
Mr. Elliott said they are required to have the amual 
Statements accompany the income tax returns. So when 
* We come to 1926 when these things were left blank we 
have -= 

| TH COMMISSIONER: Dia nobedy notice that 

these blanks were not filled in? 

MR. MeRUER: Well, I don't know whether anybody 


noticed it or Otte 
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| THE COMMISSIONER: You say all statements in 


regard to anventory were left blank? 


MR. MeRUER; I don't mean.all statements, the 
statement.in regard to the basis on which the invento 
was tokens | 

THE COMMISSIONER ; Instead of saying as usual, 


cost or market. 


MR, MeRUER: I should not say all statements 
in regard to inventory,» 

THe COMMISSIONER: Instead of using the words 

_"eost or market price" there was just a blanke 

MR, MeRUER: Just a blank, that is it, but the 
company had, of course, a printed financial statement 
where it sets out the inventory; the amounts are set 
out, and, as Mr. Llliett said, the only accaunting 
practice that is accepted by the Dominion Government 
is cost or market whichever is the lower, and then if 
they claim any reserve they disclose it and discuss i e 
The return, your iordship will see, contains a very 
complete statement of all the company's affairs with 
statement on pege four for merchandise on hand and 
assets of one sort and another, and the certificate 
of inventories is a short one~- 


"Certificate of Inventories: Lescecsaceee thGevespoce. 


of the Company Making this return do hereby cert ss 
that the inventories included in the above schedble 
Were taken ON deeeseee+.ebasis and do not contai 
any. allowance for shrinkage or decline in value 
other than as followS:sesecscees” 


These words are still there, that. they do not contai 
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any allowance, although 4% is not filled in but the 


other statements are filled in thet there is a complete 
| 


j 


and full diselosure made on the statement. 
"in 1927, the certificate on the f2 form was signed 
by AseQ. Dawson, the usual certificate on the fags 
of the form was signed certifying that the retu 
contained "a true and complete statement of Gro$s 


Ineome and Deductions claimed by the above name 


company for the year 1927'".s 


_ a That is, a true and complete statement of the gross 
income and deductionss 
"For the year 1927, although the average cost o 
raw cotton was 15¢, it was taken into inventory 
at Sg" -- that is just one-third -~ "and goods 
" in process and finished goods were taken into 
inventory at a discount of 70% off list price, 
in each cases 
In regard to the basis on which the inventor 
; ; was taken, the certificate states 'sost'; afte 
4 the words ‘do not contain any allowance for 
decline in value other than as follows’ the 
word ‘usualt is written in". 
That is, on the certificate, where they are required 
25 state the basis the word “cost” is written in and 
after the words "ao not contain any allowance for 
decline in value other than as follows" the word “usu . 
is written in. ‘There is no indication whatever that 
reserve of $2,138,544 was in existence at that time. 
3 ~ {30 The fom is on page four which contains a specific 


space dealing with reserves; (v) reserve for deprec~ 
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iation(if any, where not bic seoud off asset accounts) ; 
(w) reserve for bad debts (if any) ;(x)other reserves 
(specify), and nothing filled in there to show these 
other reserves. 
"In 1928, the return was filled out in exactly 
the same manner. 

In the year 1928, the average price of raw 
cotton was 20.5¢. It was taken into inventory 
at Sg and finished goods and goods in process 

> yy - Were taken into inventory at a discount of 70% 
and 50% respectively off list price". 
Then, we go on, It is sugsested that the writing 
of the word “usual” after the words “do not con tain 
any allowance for decline in value other than as- 
% follows"-- Mr, Bruneau Suggested that gave some in= 
dication that there was something, 
THE COMMISSIONER: Well now, just whereabouts is 
this? 
MR. MeRUER: I am dealing -- 
THE COMMISSIONER: 1928? 
MR. MeRUER: Yes, my lord, 
THE COMMISSIONER: The word "usual" -- 
MR. MeRUER: The word "usual" is written in in. 

25 || 1927 and 1928, 

THE COMMISSIONER: Whereabouts in the form is 
that word inserted? 
MR. MeRUER: Just let me have the form. In this 


form here, my lord -~ 


4 
S 


THE COMMISSIONER; Certificate of inventories. 


MR. MeRUER: "Cost" was written in this blank an 
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| then below here "usual", 

THE CGMISSIONER: "Do not contain any dhlowane 
for shrinkage or decline in value other than usual", 
Would that mean"usual" in this particular business: 
or as set out in former years by ourselves? 

MRs McRUER: The usual that the income tax 
department would allow. 

THE COMMISSIONER: That is what I say, in this 
kind of business or “usual” actording to our own reco 
from year to year, but IT do not see what it could mea 
heres When is the first time it was useg, in 1928? 

MR. BRUNEAU: 19297, 

MR. McRUER: When Mr. Dawson signed them in 192 


it was written for the first times 


THE COMMISSIONER: Did Mr. Elliott tell us any~ 
thing about it, whether he saw it and aseribed any 
meaning to it? 

MR. MCRULR: We have got to remember, too, that 
the blank determining the tasis on which the invento 
was taken is stated to be "cost". The word "cost" i 
associated with this. Now, at page 13,183 Mr, 
EZlliott says; 

"Q. Now, up until that is filed have you found 

any indication"== well, i had better go back 
furthers 

"Qe 19277 Ae Yes, ih 1927 income + 

form T=2 has the following certificate on the 

face of it, which is a change from the certifikate 
that was on prior T-2 forms, I will read it, 


I will read it as it is filled in. "ET, Ae Oe 
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not like to accede to what pro position? 


“**Dawson, President of the above named Company, 


 @ontain any allowance for decline in value other 


14872 


hereby certify that the foregoing returns, 
supplementary statements and the additional 
schedules attached, if any, contain a true and 
complete statement of gross income and deaueti cn 
Claimed by the above named company for the year 
1927.  . LI.also certify that the inventories 
included in schedule 2(a) on page 2 hereof were 
taken at'-= and then printed in is the word 


‘cost', and the form goes on ‘basis, and do not 


than as follows’ -4 then the word is printed in 
‘usual’, dated April 20th, 1928, signed 'A.o,. 
Dawson’ in pen and inks 
Qe Now, up until that is filed have you found 
any indication that there were these percen tage 
deductions for an inventory reserve as in that 
vear of $2,138,544? A. Well, I do not 
like to accede to the presumption that this 
word ‘usual' is an indication of a secret reserv 4 
THE COMMISSIONER: I do not understand that at 


alls" 


THE COMMISSIONER: What is it he says? He does 


MR. MeRUER: "I do not like to accede to the 


presumption that this word ‘usual! is an indication 


of a secret reserves 
THE COMMISSIONER: I do not understand that at ll. 
ft understand you are dividing the periods. 


MR, MeRUER: Yes, quite rights 
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“THE COMMISSIONER: Now then, you are not asking 
me to assume something has just been read which 


changes the situation. ; 


MR. MeRUER: Ro, I think it is quite otherwise, 
The indications from the forms that have been fil 
throughout the period when the Income Tax Act 
was in force, there is nothing on them at ail to 
indicate any reserve? AeThat is correc 
MA. BRUNBAU? My lord, at this stage, I think we 
are getting matters of opinions 

THE COMMISSIONER: No. So far as the last state-~ 
ment, the last question that Mr. MeRuer made in t 
form of a statement, was that up to this time the 
was nothing in the facts diselosed to indicate 
there was a reserve, These are facts, that is n 
opinion. Now then, proceed from now on. You hav 
just heard this document read. 

BY MR. MeRUER: &. Now, is that all there is in 
there in respect to inventory? Ae Well, no, b 
cause inventory statements are in there, 

te I mean relative to this subject matter, 

Ae Within the meaning of your question, yes, 

BY ThE COMMISSIONER: Q. Mr. Blliett read out the 
word ‘usual’ an beirg in a certain place. Is tha 
the first time that word occurs? A.s This is the 


first time, my lord, that word has eccurred in th 


Ye All righte 
BY MR. MeRUER: Q. Can you tell us the usual basis 


as far as the Department is concerned for the 
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"Valuation of inventory? aA, Cost or market, 
whichever is lower, 
t« And if a Company claims any exceptions to 


that by any Special cases then, as fer ag you a 


60 that you nay =m. 

MR. BRUNEAU: That is a matter of legal opinion, 
BY MR. McRUER; Ye Has that been the practice? 
A» 411 returns Feceived by the Government are 
presumed by the Government officials to be in 
conformity with the tong established commercial 
higdinies of stating inventories at cost or 
market whichever is lover, and ir any company 
should depart from that usual practice we would 
expect, and our questions are designed to that 
énd, to have it brought particularly to our 
attentions 

G+ Then, we proceed to 1928? Ase What I have 
Said in respect to 1927 can be repeated in 
respect to 1928 exactly, 

ve Are the words tusualt—. Ae The word 
"usual ty 


ve The word tusualt appears there in the same 


place? Ae Exactly," 
nd in 1929 as Well, 
THE COMMISSIONER: We Will adjourn now, 


The Commission ad Journed at 12.35 PeMe to resume at 
£250 DMs 


30 


| eved + $ ad® "Se 


TT ek romana nt | 


etowol, et sovedotiw 


ot eno isqeoxe Yas amtate, yasqoo a a Sah, t8ice 


5 yoy aS tet es .neW? aeeas Labooge wee aed tact 


box etoted viitsels tiguotd ed teusl ti ,bemTeonee - 
awe Yat BOX, oiagie ae 


| ,groinige Leet to settem @ ef sect. + TAMUAE, » 


eggivos ta iad seed tadt 


era Ptommrevor eit yd bevieoet SALT OT Lia +4. 


at ed of aieieitte taeanreved off yd bemweetg, 
 Tstoremmos podaiidsés? anol od? dt bw vw larpets09, 
B setrode mad gaiteta. te eotd 097d 
ek sovosonin gouram. 


‘most grageb. plwode 


=e Face é 
enone" we $b bos szorok 
oa ao ti oneg femmes todd 
ate aroid 2D «80 pes sfooaxe. 


piver 


sade ot pongizek 
'gar0 ot eixaisoitied iiguord 2 eved of «base 


Beek of Beqoots ow ,fedt of 
© atk boo woqes ad nuo SQL oF toageet at pise 


= Te 
‘en Fak 


i. has 


re ee a ” 
. rs Ga _o ars * F: 
— cam c- yond 


ee eae - 4 


pombe ba sone cexelllaliate 


ast -»p, 2 UIE «AM 8. ii 


_ ayitesne. eg8L_ oF. toggset 
er geyest ebsow, edt 278 gh 


- 
a a 


— 


ROBT. BRYDIE 
CHARTERED STENOGRAPHIC 
REPORTER 


TORONTO = CANADA : 3 4874 


ae  AYSERRG OK S ESSION hes 
AFTERNOON SESSION 


tae On resuming at B40 P.M. 


MR. McRUER: Then to continue at page 379 of the 


teif .: we had just discussed the affect of putting that. 
word "Usual" On the income tax returns eid without an 
Other disclosure i+ “a yeaals to me that it was designed | 
more to throw the Department off their guard than 
to give them notice of any Preserve. Certainly one 
10 could not have expested that writing in that would be 
intended to indicate to the department, which require 
goods in preeess and unfinished waehe te be valued 
at cost or market, whichever is the less, to have 
is noted that this method of Valuation was on the basis 
ofa discount, Say, anywhere from 40 to 70 he Tu 
1956, 65% on both and in 1929 the certificate was 
filled cut in the usual way end in 1930 neither the 
words "cost" nor ‘amaak* &ppear in the certificates, 
7 If you will let me have the certificates, So that 
it would just read: 
"I also certify that the inventories inelud ed 
in sehedule 2 Ch page £ hereof was taken on a 
teceseenees basis and don't contain any allowance 


Ri. decline in value other than as follows: 


and that is blank, but of course the profit and Loss 


Statement is filled in, aud then there are the other 
certificates that are required for other reserves 


to be specified, 
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Then when we come to 1931 the words "Cost" and 


| 
"Usual" were inserged as in the years 1927, 1928 and | 
L929 in thé year 1952, they were inserted in the 
Same manner, Then in the year 1933, there was a ate 
change in the form ? &» The certificate reads as eas 
"It is hereny certified on behalf of the | 
above named company that this return end | 
the statements and schedules attached | 
contain a full and complete disclosure of | 
the total income of the said company fron | 
all sources, that the information given 
herein is true in every respect, that the 
expenditures claimed were ectually incurred 
on behalf of se cGupany and that the trading, 
Operating and profit and loss accounts and 
Statements of assets and liabilities and other 
_ Statements submitted or furnished herewith 


truly reflect the affairs ef the said company," 


THE COMMISSIONER: Then there was no blanks to fill 
| in in that? 
UR. McRUER: ‘Then the hext, Question 15 on the 


form deals with inventory, That is, general state- 


= ment, certification of full disclosure. 
"Se¢tioa 15: were inventories taken at 
(a) Cost price? 
(b) Market value? 
30 if not, on what basis?" 


"In answer to this question the answer is filled 


avont : 1 at 
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-in, tat cost or listt 


ees 


THE COMMISSIONER: I Suppose “list” there would mean 


market? - 


MR. MeRUER: Yes, 
eeeve"and opposite the words tif not, on what 


basis?* are fillea in the words "Less usual dis. 


countst, 


| 
Opposite item No. 28 is a quotation of the 184, 
and opposite item No. 36 which reads ag follows: | 
‘Reserves other than for depreciation of wasting | 
assets and bad debts’ the answer is filled in tnilt, 


The returns for the years 1954, 1935 and 193 


were filled in, in the same way.” 


And then Mr. Elliett has given his evidence that the 


Department hed meade a Claim against the Company for 
taxes due under the Business prefits war vax Act of 

| $201,369454, and the Tax due under the Income Tax Act 
Of $208, 216496. 

THE COMMISSIONER: And this does not claim any 
interest and penalties? 

MR. MeRUER: That is exclusive of interest and 
peralities, / | 

MR. BRUNZAU: The total statement has now been 

| received, $440,000 including interest. $177,000 unde 
Business Profits War Tax Act end $195,000 under Income 


Tax and $68,000. 


THE COMMISSIONER: what is the total? 


MR. BRUNEAU: About $440,000. It is 
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|| $177,000 under Business Profit War tax Act and $195,000 
under Income Tax and interest $67,000, and the hundreds 
| bring it up te another thousand, totals $440,000. 


ve have made a claim of $220,000 against the Business 


Profits War Tax Acts. | ) 
MR. MeRUER: Now, Mr. Dawson in his evidence seeme 

to eousider that the Statements were quite clear, 

He said; 


10 "The statement is quite clear. It was the 
Same process that had been continued for 

_ bwenty yearss It says Gistiactly that these 
figures were taken at cost.or list less usual 

_ G@iscounts, and the usual discounts were shown 

r from year te year and were exposed to the 

Voverament every time," 

Now, I submit there is no support for that eontention- 

that is at page 382, - to suggest that these usual 

99 ||ciseounts were shown to the Government every time 

as not been supported and is. contradicted by Mr. Elliott, 

They found ne evidence of it and the only thing that 

my friend Mr. Bruneau cen fell back on as ahy suggesti 

of disclosure to the Government is in i921 in the lette 

that we mentioned. this morning, and when one takes 

that letter in conjunction with the Certificate that 

was given to the Department at the time it would be 

quite clear that what the Department was being led to 


believe was that the cost of the inventory in regard 


to the 5,825,000 pounds was. 9 g a pound, ‘That was 
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| the cost and sey had taken it in at their cost, 
because they had given certificate under the provision 
of the Act - I am sorry that we have not these do- 
Cuments here. It is » much better khen we have the 
original documents, the theome Tax Department 
do not, of course, want their documents out and Mr. 
Bruneau and I rather arranged that we would for the 
Sake of the record here have them filed, He had 
objected to the admissibility on the erouna that they 
are confidential but for the sake oF h 
Clear we agreed that one copy shculd te filed but 
without preserving Mr. Bruneau's objection to it on 
prineiple and t presume that an Original copy could be 
made avaialble to your lordship but they do not like 
to have them filed out of the Department , which is 
quite natural, _ | 

In support of that we have a letter from Mr.Dawson 
of February 1gth, 1922, which, in this Exhibit 695, 
supports the contention that I raised with the Depart- 
ment in looking at the returns,(1,) the annual state- 
ment, whieh is filed, be (2) the Return under the 
Business Profits var tax Act and the Return under the 
income Tax Act, with the representations that were 
ut before thane would cane to the conclusig@ that 
the cost was 9¢ end that would be what it was carried 


into the inventory my +o male the inventery that 


figure and not ‘the ay price of 40014, ‘Now, this 


aving the record 


letter is dated February 18th, 1922 and reads as followd; 
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"Inspector of Taxation, 


1357 MeGi]j Street, 
Montreal, P.Q. 


Dear Sir: Attention Mr. Frigon 
in our letter to you of the iéth inst., we 
stated that we would give you some further 


particulars in regard to the reducticonece.” 


Probably I had better read the 16th of February so that 
we will have the same thing together, 
’. THE COMMISSIONER: You have set it out here on 
page 376, YeSs, you had better read it. 

MR. MCRUER: It is from Mr. Dawson te the Inspecto 
of Taxation: 


“Attention Mr, Frigon 
a With reference to the deduction from Profits 
of this Company for the year ending 3ist March 
1920, of $825,901420 on account of inven tory 
depreciation, we have to state in addition to what 
of ve wrote you in our letter of December 17th last, 
that this amount was arrived at by reference 

te quotations for the same grades of materials 
within twelve months of 3lst March 1920. 

If you consider it aecessary we are prepared 
me to substantiate this by quotations, which we have 
can procure, 

We wish also to mention that up to the time 
that the market broke our inventory was not 
lower in quantity, but on the contrary it graduall 


increased," 
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) Now, on the 16th he goes into some dtails: ; 
In our letter to you of the 16th instant, we 
stated that we would give you some further 
particulars in regard to the reduction made in 
5 


10 


our cotton Inventory of March Slist, 1920, in 

making our returns to the Government. These 

particulars we have pleasure in wiviae you belowe 
ve reduced the value of our high grade 

cotton to 10sl4y per pound for the reason that th4s 

was the value of such stock in the closing months 

of 1920, anc for considerably more than the fir st 


helf of 1921," 


Now, the evidence is that the value was 40014, 


15 


MR. BRUNEAU: That is Marehs 


THE COMMISSIONER: I don't know what part of 1920 


that refers t0¢ 


2 20 


MR. MeRUER: Yes, i se¢e 


THE COMMISSIONER: , The figures here are for 1920, 


40014 and for 1921 15 centse 


25 


Mi « MeRUER: Then he goes on to say: 
marten Yeas period we pought full 1-1/16 white 
cotton, from as far West as california, and 
landed it_ in our Eastern Mills at 10g, ana 
the same grade. slightly spotted we landed in our 
Milis at 9¢ per pound, 
in the same period we, bought our very 


highest grade of Strict Middling Commercial 1-1/8 | 


cotton at losg landed Eastern points. This 
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high grade long staple cotton usually costs us from 
one to two cents a pound over our medium grades 
and slightly shorter staple, 

Our low grade cotton that we reduced on our 
Inventory to 6¢ a pound is off eoloured stock 
that we dye into Blues, Blacks, ete., and under 
normal conditions such cotton forms the basis 


for the major portion of our business, Usually 


in Acomcrunnen 


such cotton sells, according to tm sup ly, from 
five to ten cents a pound under baie hgh grade 
cotton, For instance, in August 1920 we were 
paying 18¢ to 22¢ for our low grades, and we 
were paying 29g for our high grades. of course, 
when cotton broke so badly later in the year 
1920, low grades Gid not fall proportionately,- 


had they dene so their value would have disappeared 


 altogethers Good low grade cotton, however, was 


selling freely at 6¢, and it was offered to us 

at that figures For instance, Newburger & CO. 

of Memphis, from whom we pought large quantities 

of this cotton in the first helf of 1920 at 20¢, 

and which we thought was excellent value, later 
effered us all we cared for of this same stock 

at 6¢ delivered at our Millse unfortunately we were 
unable to take on an additiond supply because 

our stock was so heavy, and the outlook for 

seateiii was so exceedingly bad. All we eould do 


under the circumstances was to face our loss, 
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and reduce to the new value the cotton we had 
on hands | 
If any further particulers are desired we 
will be pleased to furnish same to the extent of 
our abilitye" 
I do not think the next letter has any bearing on it, 
unfortunately Mir. preadner is deads In the first 
place this applies to the raw cotton only and not to 
y 10 ||the goods in process and in the second place they had 
taken themselves a reduction in inventories that year 
which had the effect of absorbing a large part of the 
profitse Then later they got an aéditional reductim 
is and then they commenced from then on to again absorb 
their profits by writing down inventory wright up unti 
the year 1956, and no suggestion as far as Vr Elliott 
is eoacerned -and he has been there now as commission 
of Income Tax for some time - that he has had any 
os diselosure to hims On the contrary, he says that 
matters have not been disclosed to him and he has 
taken the proper action and that is, to »evt bill the 
Company for the tax that he said is dues It is only 


relevant in our inquiry probably from two or three 


25 
aspectSs One - the manner in which the Company 
has treated the Government that has given it the tarif 
protectim. qwo, how far its complaint about the 
purden of taxes are justified in view of the fact 

= 3 


that it has not been paying its just taxes and three, 


how far its statements published are reliable statemenps 
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, of profits, because there is this distinction between 
this Company and the Dominion Textile Companys AS 
far as I think the evidence shows the Dominion Textil 


Company had a constant basis of valuation of inventor 


and although it was not cost or market, it did not 


fluctuate back and forth according to whether the 
Company wished to eonceal part of its profits or wiched 
to conceal a loss, there was no fluctuation, they 
had their same basis of valuation and carried it straight 
through, ae while it does have the effect of concealing 
profit, I do not think ome can fairly say that the 
evidence shows that it was done for that purpose, be- 
cause it was in effect before the Taxing Statutes wer 
passed at all, but it is quite the contrary with 
Sanadian Cottons, j#$ we find them adopting this special 
manner of valuation when the Faxing Statutes come 
alongs 

Now, I deal with the Dominion Textile Compaty ae 
page 386 of mybriefs I am leaving Canadian Cottons. 
THE COMMISSIONER: I see you quote cases here. 
MR. MeRUER: Yes, it is well known law as to --- 
THE COMMISSIONER: You set out the law as you see 
ite 

MR. McRUER: Yes, my lord, that is alls It is 
the duties of disclosuré.« 

THE COMMISSIONER: | Now we come to Dominion Texti 


MR. McRUER:  Yese 
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"In the Annual Report for the year ending 
glist Mareh, 19365 Sir Charles Gordon, President 
éf Dominion Textile Compeny Limited, makes the 
statement to the shareholders; 


"gnile the Company has an issue of 

preferred stock, it is evident that the Govem™ 
ments of one kind and another are the real | 
preferred shareholders as their takings | 
this year represent earnings of $42400 

per share on the Company's Preferred 

Issue." 


It is curious that a Company in its official statement 
put out to the public shovld emphasize the taxes 
that this Company has to pays 

THE COMMISSIONER: How much would that be, as 
a aii teak 6? curiosity. what is their preferred 
issue? 

WR. MeRUER: Mr. Howson will give it to us just 
in a moment, $819 ,541.« 

THE COMMISSIONER: Is that taxes paid to the 
Dominion Government? 

MR. MeRUER: No, to all governments - Dominion, 
Provineial Corporation tax, Ontario and Quebec, and 
Municipal Property taxes and all that sort of thing. 

MR, HEWARD: Says must be paid out or set 
throughout to uiek the various taxes which exect 
tribute from manufacturers. 

MRe McRUER: I like the words “exact tribute from 
manufacturers," I think Vhey“axe engaged in exacting 


a little bit of tribute themselves, And the 
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extraordinary thing is that they include these taxes 
in their costs and exacts them from the consumers. 
I don't know why they should complain. They do 
not lose anything by it, because I quote Mr. Gordon's 
express evidence in regard to the Income Tax and, of 
course, it goes without sdying that the other taxes 
are included in their costss 
to, Yes, but your sale prices over the 
period are designed to make a profit? 
A. Yes, and to pay income tax, 
Qe They are designed to pay income taxe 
A. Absolutely” 
So no question about thats When they fix their 
prices they say, "We will charge theconsumer 4 price 
that will include our Income Taxs 
THR COMMISSIONER: If they are passing their 
| Income tax onto the consumer there is no reason why 
it should not be disclosed as fully as any other tax. 
MR. BRUNEAU: I think my learned friend says 
with Adam Smith that Corporations profits are always 
passed on to the consumer. 
THE COMMISSIONER: You meen taxes on trading 
profits? | 
MR. BRUNBAU: Yese 
| if 
THE COMMISSIONER:  But/that is the case, then 
there is no secrecy about it, if someone else is 
paying ite 


MR, MeRUER: iI should think if that is true 
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then there ought to be in respect to all these 
protected companies no secrecy whatever in regard to 
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jneame tax returns and everything else. 


THE COMMISSIONER: Certainly, any more than the 


excise tax and custons taxes 

MR. MeRUER: But I think the principle is absolu ely 
wrong. 

THE COMMISSIONER: I still wonder whether th ey Hi 
get off that ways If somebody pays gy income tax 
and the Department knows ven they simply adda it to | 
my income and tax me on the higher basis, end they | 
are entitled to do thet. If this is a tax-1 have 
looked at the Act recently - but if it is to be paid | 
out of profits, as I understand it is as 4 direct ta 
and nét to he handed on and get the consumers to pay 
for it, I wonder whether you should not add that to 
the profits and tax them over agains 

WR. ‘MeRUER: I think Mr. Howson put it correctly 
in his evidence when he said it is sharing your 
profit with the goverment. it is the government 
taking so much of your pfofits. 

THE COMMISSIONER; You must first stop somewhere 
and say, “This is my profit,” and then you pay tax 
on that, but as you put your tax into your cost 
first then you start from false basis» 

MRe MeRUER: And itis very inequitable because 
some people are ina position - take a salaried 


person, he has to pay income tax on his sabrys 
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| | He cannot pass that on to any ether body for to pay if. 
But yet we have 4 eorporation of this sort which come 
up and says, "Yes, we provide for income tax but you 
pay it when you buy our goodSe we have planned our 
business in that way, it is not our business in any 
way «" | 

MR. KELLOCK: ‘The Companies Act reeogaized that, 
as distinet from the Income Tax Acts 
MR. COMMISSIONER: Recognizes what? 
Mas KELLOCK: fhat Income Tax is paid out of 


profits and there is no need so far as the Company 


is coneerned until it has been palds That is since 
19344 
THE COMMISSIONER: That is in the Act? 
MRe KELLOCK: Yes» 
PHE COMMISSIONER: If it is, then that changes 
the cntire nature of the fake That is the distinctio 
petwoen direct end indirect tax. The indirect tax 
is something you pass on to the other person and the 
a@irect tax is something to be paid by yous 
WR, MeRUER: I think my friend is entirely mis- 
interpreting the provisions of the Companies' Act. 
THE COMMISSIONER: Mr- Kellock will show it. 
MR; KELLOCK: It is in my factum, my lord, secti 
(Dd) at the beginning, page 2, at the top, sub-section S- 
THE COMMISSIONER:*. Yes, that will have to. be 


looked intos It is mentioned twice - the statement . 
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Whatever the statemeat is, of course t don't know; 


"eee(S) The said statement of incane and Expendi- 


ture shall show separately net openting profit 
before the depreciation, obsolescence and deplet- 


ion and income taxeeee" 


and later on says: 


"Reserve for income taxes imposed by any taxing 
authority in Canad@aeae" 


MRe MeRUGR: Your lordship will see that that is 


authority just exactly the other waya This is a4 
statement of what the Statement to the Shareholders 


is to shows 


THE COMMISSIONER; I thought i¢ meant to the 


taxing authorities? 


MR. KELLOCK: Noe 


MR. MeRUER: And in the first place they must show 


their operating profits before depreciation, obsole 

escence and depletion end income taxe Now, that is, 
that the income tax cannot be passed en as operating 
profit, to begin with, They must show any reserve 


they set up for income Tax in the Statement to the 


\ 


shareholders. In other words, they must snow what 

is available for distribution to the shareholders, 
that aie cannot show your profit and leave the share- 
palders to vidas they are entitled to get that 
without Pawen’. set up a reserve for income taXe 

shae is all it meanSe “Mears is nothing in the 


world in that comes to suggest that the cousumers 
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are supposed to vay the income tax of corporations. 
Otherwise it is idle to tax corporatims on profits, 
they are not dividing their profits with the sii 
ments, it is simply increasing the burden on the 
consumers. Nox, I submit it would be a most dangerous 
precedent to establish that corporations getting the 
benefit of customs tariff are entitled to pass on thei 
ineome tax to the consumers and not make those that 
earn the profits suffer by the tax. 

THE COMMISSIONSR: Im the first place, the tax 
is on the profits, is not it? 

MR. McRUER: Yess 

Tih COMMISSIONER: I suppose if there is no profit 
there is nc tax? 

MR. McRUER: Noe 

THE COMMISSIONER: If they include something in 
operating expense as income tax and give out without 
no profits, you will see the results we have because 
then they would be charging something as income tax 
and not paying anything at alls So that it looks 
to me --- of course that will require more 
eonsideration, but I am afraid it is against yous 

MRe KELLOCK: I will argue it a little later. 
Your lordship sees in the lest few lines there is no 
net profit so i as the company is concerned until 
the income tax comes out,” es showing net profit 


or loss for the financial period", 
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MR. MeRUER: That is’ for distribution to the 
shareholders, This is a statement to the shareholders, 
MR. KELLOCK: Yes, that is company net profit, 
MR. McRUER: My friend is fond of play’ ng with tha 


word "net profits”, 


THE COMMISSIONER; If your salary is $20,000 &@ year 
and your income tax on that is $2,000 you could Say, 
I suppose, if you wanted to, that your net salary was 
$18,000, but it is a false way of talking. It is 
g20,C00 and then you take your taxes off that, 

MR, Mefuer: The whole theory of income tax is 
based on the fact that people that actually have inecotes 
are going to share up a portion of that income with ¢ 
government so as to relieve the people who have not 
got income of the obligation, after having to pay it 
on the property they own or something of that sort, 
On their sales tax, &cx It is supposed to get at 
and take a part of the income that people have got 
and suppesed to take part of the incene that the 
company has got and get it before the shareholders 
get it, but under this system we pass it on to our 
CONSUMErSs They pay it, and then we settle with 
our shareholders, 

an. KELLOCK; There is just on point. I think, 
with respect, that there is . difference between the 
income of an individual and the income of a company 
that is carrying on a commercial enterprise, because 


the income of the company when it pays ineame tax, 
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2 that is not the end of it, The balance is then 
distributed among the shareholders who again pay 
taxes, my lords | 

THE COMMISSIONER: Oh, that is something quite 
different. 

MR. KELLOCK: And the Government ultimately gets 
it, whereas an individual earning @ salary he is 
finished when he pays. 

10 MR» MeRUER: The Government ultimately does not 
get it, That is a fallacious basis to put on it, 
If it goes to somebody who has a taxable salary the 
Government will get it but if it dees not the Government 
wou'ft and this method is taken of getting it before i 
i gets distributed and before it is carried into resery * 
Take, for instance, the profits are taxable now | 
incall of aaiahastie set aside for reserves or not, 
and that is one thing thet is important, 
iS 20 | 8 CCMMISSIONER: You see, Mr, Kellock, if the 
} en tax were not a direct tax, provinces could not 
impose ite They could only impose direct taxatim,. 
But provinces do impose incame tax on companies, 
so that by its witiers it is intended to be a direct 
tax, which mean that it is not passed one The first 
person taxed is the eds wkd pare 
MR. KELLOCK: I think that last case which went 
to the Privy Council, down in Halifax, throws a 


J a little different concept there of what the direct tax 


was for the purpose of taxation - I mean from the 
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to whether it was or was not passed on, was the standbrd 


“hat it used to be in determining hethan the tax 


of that case, but I think thet changes quite a bit 
the view --- 

THE “comrssronm: You mean ee laid pad 
in the Bank of Toronto vse Lamb, 

MR. KELLOCK: | - I think it does, ‘The name of the 
case I think is Fairfax, if I am not mistaken, 

MR. MeRUER: Well, in respect to this i am prepare 
to say this, my lord, end make this suggestia - 
that in ved to a pompeny that derives tariff 
protection ane that has profit from the protection 
that is : oven to the company by the tariff, that it 
owes to the gererenens to pay out of those profits 
its ineees tax without passing it on to the consumer, 
That is, as I said before, adding a little insult to 
inary. first earning profits by taxing the consumer 
and then passing xnite icles tax on those profits 
onte the Ss eR, It looks to me as though the 
consumer is the man that must pay everything and [I 
would rather think that it would be more becoming 
+e these industries to come to this Commis sion and saz 
"If we have followed this policy in the past we do 
not intend to follow it any more," rather than assertipg 


that it was their right and that we propose to do it [| 
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Now, we go to page 388, my lord, to deal with the 
inventory reserve of the Dominion Textile Company, 
middie of the pages 

THE COMMISSIONER: Their inventory reserve? 

MR. MeRUER: Yes, my lord, 

THE COMMISSIONER; I asked you before you began, 
do you conclude from this thet they also have a reserve 
that is taxable and have not paid taxes? 

MR. McRUER: Yes, but it is different from Canadian 
Cottons because they maintained a constant basis and 
with the exception that the inventory might expand 
and contract the amount of the reserve would remain 
constant, if their inventory alweys remained at the 
same prices and at the same quantity, the amount of 
the reserve would be the same, but the reserve does 
expand and contract with inventory md that as it 
expanded and contract it would either add to profits 
or take away from profit, If the reserve, for instance, 
was $2,000,000 one yar and reduced by contracting 
pricese-- 

MR. HEWARD: Not eotracting prices, contracting 
Volumes. | 

MP. McRUER: Caintracting volume, but your percentage 
Giscount, if the prices went down, they would be the 
same and then the arbitraty discounts would be the saljés 
So that if the price went down that would also contraqt 


the amount of your inventory, as I take it, but it 
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does not make much difference. Certainly contracted 
in volume when subjected to these discounts, the 
discounts would be heavier and therefore would absorb 


part of the profit, and it becomes important then 


in regard to the income tax as to these years that 
there would be no profits If it was taken on tha 
proper basis there probably would be profit, and just 
to what extent --- 


MR. HEWARD: And vice versa, of courses 


i understand thétis one aspect 


{ 
MR. MeRUER; And vice versas 


What about the other? 


(Page 14896 follows) 
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THE COMIISSIONER: What about the other aspect 


of disclosure or non-disclosure? 


MR, McRUER;: It is divided into two aspects, one 
portion of which was disclosed and the other portion 
of which was et disclosed. — | 

MR. HEWARD; You are not talking about the Tneome 
Tax Department, We have no evidence of that at all. 

MR. MeRUER: We have no evidenes as to what was 
disclosed to the Income Tax Department, but dealing 

2 fs with the public -- well, I probably better stick to 
my brief and then I am absolutely accurate as to what 
was and what was not disclosed. 
THE COMMISSIONER: You say certain things were 
4 not disclosed to the shareholders? 
MR. McRUER: Yes. 
THE COMMISSTONER: That ought to have been? 
MR. MeRVER: Yes. We did not qmestion Mr. Elliott 


in regard to the Dominion Textile Company so that 


es 


> 20 we haven't that evidence, 
; “\ Wie’ COmMMESsIONER: But he has the whole thing 
before hime 
MR. McRUER: He has the whole thing before him, 
Your lordship will recollect we just cot the details 
25 of it within the last day or twa, We had Mr. Gordqn 
give us the complete story of how the inventory was 
taken, a very elaborate waye They had first a raw 
cotton reserve, and then in addition to that they ha 
a reserve for goods in process and finished goods 


30 oe | 
J which I have set out in detail in my brief, the manndgr 
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in which they arrive at these valuations. There 


is one correction I think Mr. Heward wants to make 
and when I come to it we will correct it in the brief 
I have just got one thing reversed. 

MR. HEWARD: If I might interrapt I think I 
micht interpose to say this, that we feel £het we 
have disclosed everything to the Income Tax Departmen, 
and since the matter is referred to them our auditors 
and they are going into it very fully over the whole 
term of years and giving it the most careful study. 
ve feel we have -- we might even say we have a 
possible hope when the thine is piven its fullest 
study we might be entitled to get some thing back, 
but until the study is complete it is an cpen questio 
as to whether we ere able to get something back or 
whether we may owe them a little, but we feel we have 
always given the most full disclosure to the Income 
Tax Department. 

THE COMMISSIONER: If you get anything back you 
Will be grateful to Mr. MeRuer. 

MRe HEVARD: Yes, we ought to thank him for that. 

MR. MeRUER: You might get enough to pay counsel 
fees | ie 

MR. HEWARD: Or the day's pool, 

MR. MeRUER: You are evidently not hoping to 
get much back thene : 

MR, HEWARD: It is an opén gaeéstion as to whethe 
it goes cone way or the other, but we have hopes we 
will get bates a substantial amount back, and then 


I will thank my learned friend very much. 
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MR, MeRUER: Well, I am not concerned in the 
slightest bit one way or another. I+ is only a 
question of Trinciple, and that is that the valuation 
of inventory should be on the basis on which the 
government expects it to be valued, and that the 
statements that are made in regard to valuation of 
inventory should be correct. 

Now, as I say, these two reserves were carried 
by this company. When we come to the statements 
that were made, the financial statements that were 
made that went to the Government and the shareholders 
up until the year 1933 there was no mention of any 
reserve against raw cotton, thet is, although the 
reserve had smounted to a million dollars, There 
is no mention of any reserve azainst raw cotton at 
all, 

THE COMMISSIONER: Up until what time? 

MR. MeRUER: 1935, my lord. 

MR, HEVARD: Where are you at now? 

MR. MeRUER; The foot of page 388, 

"The Balance Sheet entry for the year 1932 is 

typical of the entffes that occurred in previous 

years. Under the heading ‘assets’ there is 
the following entry: ‘Raw Cotton, $824,315.74". 
In the year 1953 under the heading tinven- 
teries’ the entry is as follows: ‘Raw Cotton, 
less Reserve $813,725.09", 
So that your lordship will see there is there an in- 
dication that there is a reserve but up until 1933 


there was no indication there was a reserve. That w 
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stated to be the value of the raw cottone 

“ In the years 1954, 1935 and 1936 a similar 

entry appears. 

In respect to the inventory of goods in 
process and finished goods, the method of takin 
the inventory is described in Exhibit 945 and 
the evidence of Mr, Gordon's 

Now, J do not intend to go into that complicated method. 
it was not on the basis of cost or merket whichever 

was lowest, they took arbitrary discounts in the 
mills. After they had taken inventory Gey: ann: 
certain dine eens in each mill, They took certain 
values that had been in force since 1910 or longer, 

and then these went to head office and the head office 
wrote off summary discounts there covering all the 
mills, and in one year about $300,000, 

MR. HEWARD: The point is that the percentace 
discounts were taken off in the mills. Page S90 -~ 
the percentage discount was taken off in the mills and 
the summary discounts,which were round amount discount 
applied to each plant,were taken off at head office. 

I think there is a mistake there. .This should go up 
here to the next paragraphs 

MR. MeRUER:; Then, my friend complains <= 

MR. HEWARD: i am not complaining, 

MRe MeRUER; My friend. points out that the 
third paragraph from the bottom, -—-"these discounts 
_taken before the inventory reaches Head Office"~- 


THE COMMISSIONER: Where is thats 
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MR. MeRUER: The third paragraph from the bottom 
page 590, "When the inventory reaches head office 
it is then subjected to further discounts", 

THE COMMISSIONER: You say something should be 
added there? 

uR. HEWARD: The last sentence of that paragraph 
should go in after the first sentence; that is the 
whole things : 

THE COMMISSIONER: “In the cloth room"-- 

MR » HRWARD: “For example, on the inventory in 
the Wesving Room they are 20% and 10%. These discoun 
Wers set up many years ago,(on the inventory). In th 
Cloth Room they are 20% and 5%", Those two last 
Sentences should go in after the first sentence which 
reads --"These discounts are taken before the Invento: 
reaches Head Office". Have I made that clear? 

| MR. MecRUER: Yes, if we just draw a circle 
spas those two sentences and put them in at the 
end of the first sentence of the paragraph -~ 

MR. HiWARD: And the reund sum discounts are 
taken at head offices 

MR. McRUER: Yes; now, I have a very express 
criticism to make of this company in respect to its 
1935 and 1936 balance sheets. The Companies' Act 
was changed -=8 

“ana: COLMISS TONER ; Where do you deal with that? 

MR. MeRUER: The foot of page 391. The Compa niqs* 
Act was changed in 1935 so that there should be more | 
specific information given in regard to the manner in 


which inventories Were taken, and this company published 
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these balance sheets -- if you would just get me 
the belance sheets, Mr. Whitely, exhibit 938, Now, 
the balance sheet, the inventories are shown -- the 
foot of page 391 -- raw cotton less reserve $1,720,119,73.~ 
Merchandise and supplies $2,310,524.14, "As determine | 
by the management and valued (1) As to Raw Cotton at 
less than the prevailing market price", “ell, there 
was a statement in regard to the raw cotton that there 
was 4 reserve, but then we come to the merchandise and 
supplies. (2) As to Merchandise and Supplies on basi 
of cost or market price, whichever was lower", Now, 
thet is not the basis on which merchandise and supplie 
were valued. They were valued on the basis I have se 
out in my brief, with these elaborate discounts that 
would run from 20 to 25%, and in addition to that 
arbitrary discounts of $380,000 put on at the head 
office, Now, Mr. Glessco, who appeared for the company, 
was asked in the evidence -~and I have quoted from his 
evicence at page 392 -- in reference to the statements 
the annual statements of 1935 and 1936,-- 

WT Epes eeeteseecs eel lt reading that you, as an 

accountant, would deduce from it tat the invent ry 

of stock, merchandise and supplies was valued 

on the basis of cost or market, whichever was 

Lowe r? year > Yes, I would deduce fhat the 

was the case,'" 

THE COMMI° SIONER: Well, nobody could deduce 
anything else. 

MR. MeRUER;: I would not think so. 

THE COMMISSIONER: It is not a question of 
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deducing; it is just reading. 

MR. MeRUER: Then, we come to pace 393. I have 
quoted there from my examination of Mr. Glasseo in 
respect to what he, as an accountant, would pe 
knowledge of the inventory -- 

"tQ. There is one other thing in regard to 

valuations. I have been furnished with a statee 

satel in regard to Form T2'"-- just a moment, that 
is not the thing I want, I asked iir. Glasseo if he, 
> ee 10 as an accountant, would say that was a correct state-~ 
ment, having regard to all his knowledge of it, and h 
said that he would not say that it was a correct one. 
I cannot conceive why the conpeny ever published it. 
There was a certificate, as your lordship will see, 
. by the auditor there, todos 

THE COMMISSIONER: In that particular year what 
would have been the difference? 

MR. McRUER: Pardon? 

THE COMMISSIONER: In that particular year, 
> if that is the year 1936, adopting this balance sheet, 
what woudd have been the differenee if merchandise 
and supplies had been put upon the basis of cost or 
market price, whichever was lower? Have you got that? 

MR. McRUER: Page 392, my lords 

THE COMMISSIONER; You have shown it, have you? 

MR. MeRUER: Yes, page 392. Exhibit 947 show 
that the inventory reserve in regard to raw cotton - 
as to goods in process and finished goods and 
supplies from 1915 to 1936 was never lower than 


$1,035,930,.76 and as high as $3,149,662.26. I can 
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give your lordship exactly what it was in 1936, 
1936 was $1,360 ,096.16, 

THE COMMISSIONER: What is that? That is mer- 
chandise and supplies? 

5 MR. MeRUER: Yes, my lords 

CHE COMMISSIONER: Was what? 

MR. MCRUER: $1,560,096.16. 

SECRETARY WHITELEY; Is that the reserve? 


THE COMMISSIONER; Is that the reserve up to tha 


2 10 time? 
MR. MeRUER: No, that is the reserve in 1936, 
THE COMMISSIONER; That is to take the place of 
what then? 
MR, MeRUER: That is on the goods in process, 
15 
my lem. 


THE COMMISSIONER; That is added to the 
$2,510,000; is thet right? | 

MR. MeRUER: That would be added to the 
$2,310,000 

iB = “MR. HEWARD: Nos 

MR. MeRUERs Yes, that is right. 

THE COMMISSIONER: Now, I don't want to make a 
mistake about it. This figure you just gave me, 


$1,360,000, is that to be added to the $2,310,000? 
bd 3 9 


25 
MR. MeRUER: Yes, my lords 
THE COMMISSIONER; And that is on account of 
merchandise and supplies alone? 
MR, MeRUER: Yes; raw cotton is quite separate 
P)) 30 from thats. Then, I have quoted from Mr. Elliott's 


evidence at the foot of page 395 in regard to what h 


a : — ws “ed 
os A ce em 
- oT 4 - 
i. - % 7 
ah A» ie - 
ab ara 


a? has oe 2s 


<880L uh egw tt tadw yLtosxe qidaizat woe oF 


131,000, 088 {4 peat “exer 


a 
AP e «! ky 


com af tect. ot add e tea : AAMOT Ce TIOD mir , 
f “Peeifage Sue cniaade | / 
+brok “ne cy 4 2 AAU . doen | 

_ thadw sew ; : xno Tee THMOD ats 

932,829, te : REOROM aK 

SewTecet odd ted er :YOLIN Dv WaANR OMe 
eit ot am ovrezen oct 2 add oi : MIMOTCET BHD iat i 
a8eL ak evieset att at tailé 0 Arvo ae | 
| YO conta edt eat sit of. el ted 1 RIOT Ze TuMOD aa? | | | 
| | “most ‘tasty 


rn at eboos, sit no et ast? ITM cs a, | “ie ares 


| stdgts at tot er (POLLO A 
 edem-of tuaw t'n0b I wot : EMOTaE TMOD aut” fre 


A i a a 
fa) od 
— ieltea dei Meise 1-3 
a a sie Seen eiee ae 


_ 
“eam 


om e¥sg yesh OY wie f% elit tt tuoda eusteba 


ior va | vs 
7 out ot bobbe at Sat ; RAMLO 122 728100 Tr | | 3 
il i 
Péidy.tt taslt at Srmaan | “e 
| exté at henbe ad biuow dad? :ATUMLOI 4 | 
"000,088, 8¢ i 
ot ee | os. _ 
| soit : Orta me Tat 
- iy 
i 
1 
o 


Bone ets edt of bobbe od ot teat e 000,088 Lt | | 
eixos va +20Y UR i | 


os 
Ae 


}. To tamooss ag el dadd baa MOLE TIMOD wu? 


a 


- & . 4 


| | ‘vents padtount bas | eaten 


* GG Daan ry 


6 


| stezngen ahaheiet as : nostee yes tei eer ‘eal 
inh OR Peart 5 MOT? DOLigas 


‘he . Xs 


ROBT. BRYDIE 


CHARTERED STENOGRAPHIC 


TORONTO 


REPORTER 


10 


15 


20 


CANADA 14904 
expects in regard to the nature of disclosure. 


Now, Montreal Cottons is in precisely the 
same position as the Dominion Textile Company at 
the present time, but, as your lordship will recollect, 
there was a change made in the manner of valuing the 
inventory reserve in the Montresl Cottons Company 
after the Dominion Textile Company took it overe 
Just when that change was made -- I don't know that 4 
was after Dominion Textile took it over. There was a 
change made, at any rate, at some time. We haven't | 
got the definite date, but it would be a very important 
matter in regard to taxation to know when that change 
was made in the system that prevailed before. ve 
haven't got that. It has been referred with the 
evidence to the proper taxing authorities, but they 
make the same statement -- they err, rather, in their 
statement to the sharcholders in the same wey as 
Dominion Textile has erred, For instance, at pa 
695 I have quoted from the statement of the share- 
holders for the year 1933, An eotton is stated 
to be at $251,568.60; stock manufactured and in 
process at $1,012,132455 and supplies at $199,554.38. 

THE COMMICSIONER: That is at page 3957 

MR. McRUER: Yese 

MR. HEARD: Mr. MeRyer, in the next paragraph 
might I ask for a correction there? You say: 

"Assuming Mr. Gordon's statement to be correct 

that rew cotton was taken into the inventory 

at a basis of Sy 8 pound"-= 


You mean inventory of process and manufactured goodss 
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Raw cotton was never taken in with Dominion Textile 
Company at five cents a pound, as raw cottons 
MR. MeRUER: No, it is raw cotton taken into 
“process anh womufas tarot goods. 


MR. ‘HEWARD: It should be process and manufae tu a 


THE COMMISSIONER: What change does that require? 

MR. SWARD: After the word "inventory" the 
words "of process and manufactured goods". Raw 
eotton was taken -= it had a reserve against it in the 
Dominion Textile and then, as I remember it, the 
evidence was it worked out at 6} cents a pound; isn‘ 
that right? | 

MR. McRUER; It was taken in on the basis of 
five cents plus the variation in the type of cotton, 
whether it was long staple or short staple, but with 
the Dominion Textile Company it worked out about 6+ 
cents a pound, but five cents was the base. However, 
I haven't attempted to go into those details by 
working this out because we haven't got the informatijon 
on them. It is st a question of principle. For 
instance, suppo se the range is as high as a diseount 
of 75%, according to Mr. Gordon's evidence. Then, 
it is a very important matter when we have in the 
inventory $199,000 worth of supplies, and if it was 


subject to discounts ranging up as high as 75% a 


ae ‘bit of profit of the Montreal Cottons could be~ 
MR. HEWARD: Well now, Mr. MeRuer, you remember 
wy . 30 he i Se Pe several kinds of applies’, 


and it was only some kinds of supplies -~- 
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MR. MeRUER: Yes, that is quite risht. I said 

renging up as high as 75%. 
MR. HEWARD: You cannot apply that 75% to the 

whole $199,000. He seyss 
"Our practice is to use thei @ureedt merket unit 
values for the various items, and the total valne 
of that group of items is then subject to a 
percentage group which, while steady for the 
sroup, varies between one group and another 
according to the nature of the items in each 
group. Coal is not watiert % any discount, bu 
is taken at full market value. The general 
run of supplies, not likely to be influenced 
by changes in style trends, etc., are subject 
to a fixed percentage discount of 25%. Certai 
types of supplies of an unmarketable nature, o 
which are liable to te rendered obsolete or 
slow moving by reason of change in style of 
goods, ete., such as certain classes of dye 


stuffs, are discounted up to 75%." 


So it would not be fair to apply the 75% to the whole 
of that item of supplies. 

MR. MeRUER: I think I have been quite clear in 
what I said, that they «re subject to discounts that 
range as high as 75%. . Take it at 50%, for instance, 
or 25%, which is the minimum mention, and then after 
you have reduced it yeu come down to $199,000; you 
have made a good big discount off something, 

MR.HEWARD: fhe minimum is zero for coal. 


MR, MeRUER; Yes, I know, but coal doesn't amougt 
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to much, not on the Slst of March, you have burned 


it all, and it is run by water power, However, 
that is something that they will have to answer for 
before another authority, but what is more important 


to us is what they say to the public, and what they 


5 
say in their financial statements, 
Again in 1955 in the statement put out in regard 
. : 
sg to inventory they say ;; “As to Raw Gotton - at less | 


than preveiling merket prices, (2) As to Merchandise 
and Supplies - on basis of cost or market, whichever 
was the lower". 

MR. HEWARD: They also mention the reserve, 

MR. MeRUER: Yes, there is a reserve mentioned 
in that year, but not prior to that. So that I just 

15 wonder how far the system of valuing was disclosed to 
their accountants. 

THE COMMISSIONER; That is rather a strange state 
ment there that the raw cotton -- "as to raw cotton - 
at less than prevailing market oxi onan without saying 

. 20 how much less, 

MReMegRUER: Noe 

THE COMMISSIONER: Are the auditors satisfied 
with that sort of information? 

MRe MeRUER: I cannot see how aucitors could be 

% satisfied with this statement at all, but it is for 
the auditors to says 

THE COMMISSIONER; That is not auditing, surely, 
to take a loese statement of that sort; the value of 
the raw cotton, which is a very considerable thing, 


at less than prevailing market prices. 
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MR. MeRUR: I regretted I did not ask Mr. Glassto 
about that specifically because Mr. Glasseo is 
connected with this firm -- 


MR. HEWARD: No, he isn't, not nows 


. MR. MeRUER: Was he not at that time? 
MR. HEWARD: I don’t know how leng ago they 
split off. | 
MR. MeRUERy Im 1933 1 see it is Clarkson, MeDonjald 
and Curries | 
2 i i MR. HEWORD: Then he was theres | 
| WR. MeRUER: He would not be in 1935-6 
MR. HWA RDS I understand the two firms,which 
had been merged before, separated, 
‘i MR» MeRUFR: Apparently the name was changed 


between 1935 and 1935, at any rate,so that is 
likely when he disassociated from them, 
Then, 1 do not intend to go into any degail 
with regard to the Drummondville Cotton Company. Th 
= evidence was its inventory was valued on the same 
7 basiss They started up new in 1929 as far as th 
Dominion Textile Company is concerned, and i should 
think that insofar ss that company may have made 
profits it will aye important matter there, 

25 “because there are no iosses, previous losses to 
eredit or offset against the rise and fall of the 
profits due to the contraction and expansion of the 
inventory 

MR. HEVARD: One will offset the others 
Sy 30 > MR. MeRUER: Yes, but you are not allowed to do 


that That is the difficulty. You cannot take 
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your profits you make in your year of profits and 
arrange your inventory so as to absorb those in 


profitable years and expand them in years of losses 


so as to avoid payment of income tax. You must pay 
5 your income tax in the year you make the profit, and 
you do not pay any when you make losses, 
UR. HEWARD: You said we did not make a loss; you 
said we had profits all the time. 
MR, McRUFR: No, I don*t know whether you have 
.) 10 || profits or not, 
MR. HEWARD: I thought you said we made profits 
all the times 
MR. MeRUER: No, I am making no statement as to 
that at all, 
i Now, I have dealt in my brief with the relations 
with the Customs Department, I don’t think I need 
to go over that, It is all very clear, what I have 
had to say there, That is in reference to makéng 
up these sample bits to show to the Customs Depart= 
oY : ment in order that they might rule that certain goods 
were of a class or kind made in Canada so that 
dumping duties would be imposed when, as a matter of 
facet, the samples were just made for the express | 
- purpose of showing them to the Customs Department, 
and that is the habutai silk incident, Then, we 
had Montreal Cottons engaged in something of a 
similar enterprise running over a long period of year 
where impwrters were being bothered by having a 


oy 30 ruling that cotton orepe was mede in Canada at 
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Montreal Cottons, and then he writes to Montreal 


Cottons and say@ “I want to know what you will quote 
on this” and then they fuss around and they discover 
it is not made by Montreal Cottons although they 
have said to the Customs Department they are making 
it. Then, the Customs Department inguire from them 
again and they say "no, we have not perfected this 
yet" so they get a ruling -- the importer has a ruli 


he is entitled to a rebete. Then, he imports some 


@® 10 mere and then there is another ruling it is made in 
Canada by Montreal Cottons, and as I recollect again4- 
THE COMMISSIONER: They don't want the rebate b 
do they? 
MR. McRUER: No; he paid his duties and then he 
inquired of Montreai Cottons how they are getting 
along making it and then discovered they were not 
making it, and they are not making it yet. It has 
run over a long time and this poor old importer 
has been dickering around between them and the 
S.J ei Customs Departmeht. Then, there is the correspondende 
with Vancouver. It had a fairly good protective 
influence. I think the importer would throw up his 
hands some time before he got through and say "well, 
u ft cannot be bothered dealing in this cotton erepe 
because I cannot tell whether I am zoing to have to 
pay dumping duty on it or not". 
Then, I deal with the representations to the 
Government at page 413, their relations with the 
B 30 Tariff Boards I don’t think there is any necessi 


for my dwelling on that aspect of it, but I do want 
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©) to say something in connection with their relations 
with the investing public, because it brings us-~ 
THE COMUISSIONER: Did you say the investing 
public? 
P MR.MeRUER: The investing public, yes, my Lat 
Probably I might just deal with that, my lom, after 


intermission. 


-~ The Commission adjourned for a short recess, 


(page 14915 follows) 
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-- On resuming at 4,05 P.M, 

MR. MeRUER: There is just one further matter 
| that I wish to deal with, my lord, and that is the 
probaem that confronts us in dealing with a protected 
industry where the experience has been, as it has been, 
that take, for instance, the Dominion Textile Colipany, 
Canadian Cottons, Penman's, Wabasse cotton Company 
and these companies that have issued stock from year 
10 || to year or additional stock at different times which 
has been issued either for goodwill, so-called goodwill, 
or has been some pramoters' profits on turning over 
the constituent parts of certain companies that have 
za been merged into one company, and stock of that 
cheracter that ought never to have been issued in a 
protected industry, because it is taking sdvantage 
of the tariff to give value to something that has 
no value, as it is something for which nothing has 
? 20 || been paid, and when we find that situatim exists 
and has gone on for some time and then that stock 
gets into the hands of outside people, the promoters 
have fhoated it out through the stock exchanges to 


others and it embarrasses these governments because 


25 
the Government said, "Now, the tariff has been too 
high in the past, we must reduce it. The consumers 
have been called upon to pay too much in the past 
and now the tariff is higher than ever it was beforee" 
30 


We are faced with the proposition that is brought up 


by Mr. Dawson in his letter in Exhibit 464, page 425- 
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| I have quoted an extract fram the letter, where Mr. 
Dawson was objecting to the new trade agreement with 
| Japan or ob jected to the Government entering inte 
a new trade agreement with d&peanNy This was on the 
29th of November 19335, and he said; 
"Because my own colupany is becoming hoary 
with age, a great many of the shares are now 
eunied by widows and orphans, Some three 


e ‘rs or four years ago when we had to discontinue 
om sig inh dividends it was Simply heart-breaking 
to me to reeeive personal calls and letters 
fron weenie whe informed me that the withdrawal 
af aur dividends Panant them on the verge 

+ ef starvation." 

Ané@ the fact is that that stock was issued as a stock 
dividend on the strength of profits that had been 
acentek by the tariff protection the Company had had 
» 20 in fae wax’ and here he demands the return to the 

i widows and orphans, not to the people by wnom the 
stock coda wclaiaaite owned but to others, it is a 
very watele position for the Government to be put in. 
What can be dene in regard to the future is the proble 
for the Government to face, In the first place I 
eenbent that too serious regard to this cannot be 
‘paid because the consumers S oneees have to be 


cousiderate, not those investors who have invested 


in stock that has been at some time or other improper 
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floated out on the publie and the government has been 


asked to provide a tariff thet would provide dividends 


on that stocks Take the Penman common stoek for 
instance, all of it promoters' stock and now out in 
the hands of the public. yell, certainly for the 
future it seems to me there ought to be some course 
| taken to prevent companies that are enjoying the 
: } benefit of protective tariff merging together, floatin 
r 10 || watered stock or any kind = you can call it water, 
, bonus of promoters' stock - whatever it is, but stock 
that is floated out on the strength of reserves built 
| up out of the earnings of the profits which have 
is_|| 2¢erued to the company by virtue of the protective 
tariff. And in additio to that, on the strength 
}of goodwill as they call it, that is only created 
by the protective tariff, that something in the future 
‘could very well. be done to protect the consumers 
Bs a frou the position that the consumers are in at the 
present time being eny further aggravated, 
| Now, one last word and I am through, and that 
jis that I want to clear up any misunderstanding that 
95 |\“ay Save come to anyone in respect te what I have 3 
said in regard to amy remedy that should be prescribed 
to take care of the excessive exnans profits that 
ave been shown in this industry, and I submit we 


ave had abundant evidence of very excessive profits 


30 
S | nh the paste I am not suggesting that your lotship 
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recommend that there be any government control of || 
profits or that there be any government price-fixing, | 


or any formula of that sort. The only effective 


formula that there is in the hands of the suveinnent, 
as far as I can see it, is a reduction of the tariff 
so that conpetition takes care of the price levels, | 
Coup abition, wild. take care of excessive profits, | 
Competitio. will take care of SRSA Montes | 
» 10 if the tariffs are low enough that competition is | 
restored then the comsumers' rights are taken care | 
of, but as long as we have a protective tariff that 
is a prohibitive tariff in many angles, that is pro- 
i5 || Ribitwe to the extent that companies can make these 
excessive profits, the consumer is being exploited 
and I think the greatest national good that could 
come from this ingh&fy would be reductions in the 
tariffs, so that the consumers may be assured of 
al i competition from abroad and that they will not be 
eucessively taxed by the domestic manufacturer. 
THE COMMISSIONER: Let me put you a question, 
whiéh you think is practically one in view of gest 
25 what you just said - let us consider our British 
Preferential tariffs Now, you are appealing for the 
lowering of tariff, do you include that tariff too? 
MRe MCRUER: Yese 
THE COMMISSIONER: That tariff, as it has struck 


me very often, is based on the very principle that 
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‘e you enunciate - the tariff shall be based on the 
principle that protective duties shall not exceed such 
a level. as will give the United Kingdom producees full 
opportunity of reasonable competitiong on the basis 
of the relative cost of economical and efficient | 
croduction,. 

You say that is what you are asking for, is not 
| it? You say, whatever tariff we have in the future 


“« should be one based on the principle of reasonable 


| competition, is that right? 
MR. McRUER: Yese 
THE COMMISSIONER: I understand you to say, then, 
that the present British Preferential Tariff sins 
4g against its own principle, that it is too high. 
MR. MeRUSR: It is er this condition would not 
exist- that is, insofar as the competition comes 


|| from Great Britains 


20 THE COMMISSIONER: You mentioned that principle 


of reasonable competition, I suppose in the interest 
of the ¢onsumer as well as in the other countries - 
{ want to know whether you think the charge you 
| are making against the tariff is applicable to the 
British Preferential Tariff as well as the others? 
MR». MeRUER: Most assuredly so or my coatentia 
would be without foundation, because I say that here 
\ i we have on the one hand --+ 
& 30 || THE COMMISSIONER: ©- It-is one thing to say that 


the General Tariff is too high, does not afford 
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reaaonable competition to eeantrten which come within 
its provisions, It is another thing to say that the 
intermediate tariff is too high and does not afford 
reasonable compeition to countries which cane within 
its provisiai, and then there is the third thing to 
say - even the British Preferential Tariff is too 
high, and that is what you are sayings 


MR. MecRUER: Yes, and in addition to that --- 


» ‘e THE COMMISSIONER: You say that the principle 
$ mi || of competition for the sake of the consumer should 
apply to all our tariffs, - British Preferential, 
Intermediate and Generals 
MR. MeRUEZR:. Yes, because there should be no 
: principle that hands over to industry an unlimited 
power of taxation of the consum a fhe only power, 
A . to put the protective tariff on its strongest - 
that it should be as low as to provide at ian ease 


20 for reasonable competition in the industry here. 


Mr. KELLOCK: Does my friend mean a uniform 


le vel then? 


MRe McRUER: No, because competitim comes from 


+ wy 
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My 


different coun trie Ss We have our trade relations 


Pt 
‘_ 


25 
with other countries and we have reason for maintain- 


ing them but we have first, last and always, when 


a 
atin © eh eho. 
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we take from the consumer his free right to purchase, 
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to consider the limit of the taxing power we give 


30 to the private industry and that that limit should 
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be the very minimum, 

I am through now. That is all, my lord, 

THE COMMISSIONER: Well, I do not suppose it is 
worth while now starting a new branch of the argument? 

MRe McRUEX: I understand that the French 
Reporter, my lord, is not able to assume his duties 
to-day but will be on Monday. 

Me BEAUREGARD: i will move the adjournment, 


my lord, if it meets with your avproval, 


; 

{ 
~~ Adjourned at 4415 P.M. to resume at 10.30 Monday, 
February 15th, 1937. 
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